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_ mission 
To consistently deliver superior Jog for all of our stakeholders. 
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_ VERMILION | 
A TRUST OF A DIFFERENT COLOUR Vermilion Energy Trust continued the name of our predecessor oil 
and gas company, Vermilion Resources Ltd. The name originated from Alberta's Vermilion Lakes, a reflection 

_ of their reddish ochre waters. The strong colour of vermilion, which is made up of red, orange and yellow, 
reflects the company—a vivid energy trust brightening unitholders’ portfolios through distinctive assets 
and strategic depth. 
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WE HAVE SEGREGATED THE TRUST NUMBERS IN THE TEXT OF THE BOOK AND PRESENTED THE CONSOLIDATED FIGURES, WHICH INCLUDE 
OUR SHARE IN AVENTURA ENERGY INC., IN THE MD&A AND NOTES. THE TABLE ON PAGE 58 PRESENTS THE SEGREGATED TRUST INFORMATION. 
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The impressive appreciation of the Trust's unit price. which reached $18 on March 1, 2004, 
mirrors the strong performance of our predecessor company. Vermilion Resources Ltd. 


$20 ¢ VERMILION RESOURCES + VERMILION ENERGY TRUST SHARE/UNIT PRICE 
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Our strategic and operating decisions continue to benefit unitholders. 
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HCHIEVEMENTS 


IN OUR FIRST YEAR AS A TRUST, VERMILION REWARDED ITS UNITHOLDERS 
WITH A TOTAL RETURN OF 46.5%. THIS STRONG ACHIEVEMENT INCLUDED 
AN ATTRACTIVE GAIN OF $3.59 IN OUR UNIT TRADING PRICE AND 


DISTRIBUTIONS OF $1.87 PER UNIT. 


Our unit price climbed to $15.34 at December 31, 2003, up 31% from our initial trading price of $11.75 on January 24, 2003, when 
VET.UN began trading on the TSX. We distributed 68% of our 2003 cash flow of $145.4 million to unitholders, which was generated from 
production of 22,942 boe per day. Our operating costs in 2003 were only $6.11 per boe. During the year, we reduced our debt (net of 
working capital) by 28% to $141.2 million, strengthening our financial flexibility. 


Vermilion Energy Trust has a strong foundation for sustaining future distributions to unitholders, including a reserve life index of 11.3 years 
based on 2004 estimated production for proved and probable reserves in Canada and France. On completion of the proposed acquisition in 
the Netherlands, our reserve life index will be 10.5 years based on annualized production. Of equal importance, Vermilion has strategic 
depth. We achieved the performance we envisioned for 2003 and have initiated the elements for its continuation in 2004 and beyond. 


Vermilion is now the second largest oil and gas producer in France. 
where we hold more than 900,000 net acres of high-value land. 
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Royalties in France averaged only 12.7% 
of the commodity price per boe compared 
with 26.5% in Canada. 
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Production per well is 22% higher in France, 
where our wells are more prolific and have 
lower decline rates than in Canada. 
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Our proved plus probable reserves are 
almost three times higher in France than 
they are in Canada. 


FRANCE 


AQUITAINE 
BASIN 


te 


EUROPE 


HDVANTAGE 


VERMILION 1S THE ONLY ENERGY TRUST IN CANADA WITH INTERNATIONAL 
ASSETS, A DISTINCTIVE ADVANTAGE THAT STRENGTHENS AND DIVERSIFIES 
OUR PORTFOLIO. OUR PROPERTIES HAVE STABLE PRODUCTION OF LIGHT 


OIL, HIGH-BTU NATURAL GAS AND ATTRACTIVE UPSIDE POTENTIAL. 


Since 1997, Vermilion has had assets in France, which offers an attractive fiscal and operating environment. In 2003, our Operations in 
France represented 27% of our production and 45% of our proved plus probable reserves. When our acquisition in the Netherlands is 
completed, expected in May 2004, approximately 48% of Vermilion’s production will be sourced from our operations in Western Europe. 


PROVED + PROBABLE RESERVES PRODUCTION (% OF TOTAL) CASH FLOW [% OF TOTAL] 
(% OF TOTAL] 


Canada France Canada France Canada France 
Our proved plus probable reserves While approximately 73% of our 2003 pro- In 2004, we anticipate a higher percent- 
total 46.2 million boe in Canada and duction was from Canada, we expect a higher age of cash flow from Western Europe 


38.3 million boe in France. percentage from Western Europe in 2004. after our Netherlands acquisition. 


Early in 2004. Vermilion announced a proposed acquisition in the 
Netherlands that will significantly enhance the value of the Trust. 
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Vermilion will pay $13,644 per boe of flowing production 
for the proposed Netherlands acquisition—less than half 
the price of recent transactions in Western Canada. 
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This acquisition will be purchased at 2.2 times 
cash flow, 53% less than other trusts in 
Western Canada paid for natural gas assets. 


Source for the above graphs: Canaccord Capital & Sayer Securities Ltd. for transactions between January 1, 2003, and February 20, 2004 


EVOLUTION 


UNITHOLDERS WILL BENEFIT FROM MAJOR NEW VENTURES—THE PROPOSED 


§80.5 MILLION ACQUISITION In THE NETHERLANDS AND THE FORMATION 
OF AN INTERNATIONAL EXPLORATION COMPANY, VERENEX ENERGY Inc., In 


WHICH VERMILION WiLL HOLD A SIGNIFICANT EQUITY INTEREST. 


The proposed Netherlands acquisition, for which we will pay less than half the current cost of similar assets in Canada, has multiple 
benefits. We estimate it will add $37 million to annualized cash flow and increase our production by approximately 25%—all of which is 
natural gas under contract for its remaining reserve life. Higher netbacks are another benefit, as this production from the Netherlands 
is royalty-free, providing a higher margin than we expect from Canada or France. In addition, there is upside potential from undeveloped 
properties on the seven production licenses that are part of the proposed transaction. 


Verenex, which will be established as a publicly traded exploration company, is a higher-risk, higher-reward entity designed to create value 
from international exploration plays. It will include a 50% working interest in our offshore Aquitaine Maritime concession in France. 


PRESIDENT'S 
MESSAGE 


When we formed Vermilion Energy Trust in 2003, we created a vision statement that clearly 


reflects our objectives and values—to be recognized as the premier Canadian-based interna- 
tional energy trust. We have been very successful at working toward achieving this vision in 
our first year as an oil and gas trust. And with Vermilion’s recent announcements in 2004, | am 


confident in our promising future. 


BUILDING FROM A STRONG AND UNIQUE BASE The decision to reorganize Vermilion Resources Ltd. into Vermilion Energy Trust (which | refer 
to simply as Vermilion or the Trust) and Clear Energy Inc. was a good one. While shareholders of Vermilion Resources were accustomed to 
exceptional growth, its management and board recognized the competitive limitations of a mid-sized exploration and production company in 
continuing this performance. Vermilion Resources no longer had the option to grow through acquisitions in Western Canada, primarily 
because of strong competition for properties from energy trusts, which enjoy a significantly lower cost of capital than exploration and produc- 
tion companies. To grow, Vermilion Resources would have had to increase its financial leverage and assume greater risk in its exploration 
portfolio. The combination of higher debt and higher risks would not have been a rewarding path for the shareholders of Vermilion 
Resources, therefore the company was divided into two entities. The Trust retained 94% of the assets, including the 72.2% interest in 
Aventura Energy Inc., while Clear Energy was transferred the successful exploration program in the Peace River Arch region of northwestern 
Alberta. Shareholders of Vermilion Resources approved this Plan of Arrangement on January 22, 2003. 


lam very pleased with how management and employees have successfully performed in their new roles as operators and leaders of a trust. 
Vermilion has attracted high-caliber employees and a strong management team who understand the intricacies of what makes a trust 
successful. We have developed a five-year business plan to sustain stable, long-term distributions and that enables us to continue to 
deliver top-quartile performance to our unitholders. 


REWARDING UNITHOLDERS WITH OUR FIRST YEAR’S PERFORMANCE The rewards for our unitholders have been impressive. The trust units 
began trading on January 24, 2003, at $11.75 per unit. By year-end, the units had climbed to $15.34, and a total of $1.87 was distributed to 
our unitholders—equaling a 46.5% return. Since December 31, 2003, Vermilion’s units have further appreciated 17.0% based on the closing 
price of March 26, 2004, and we continue to distribute $0.17 per month to our unitholders. 


HIGHLIGHTS During 2003, we eased the natural declines from the Trust's properties through modest drilling programs and aggressive 
workovers. During the reorganization phase, we purchased a gross overriding royalty interest in the Bottrel natural gas properties in 
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Southern Alberta from our subsidiary, Aventura. Net of this acquisition, which added no reserves, and net of our spending in Trinidad, our 
total capital program was $65.1 million. Our capital investment yielded net reserve additions of 5.8 million barrels of oil equivalent (boe) — 
and an implied finding and development cost of $11.25 per boe. We produced 8.4 million boe (an average of 22,942 boe per day) during the 
year and disposed of 1.4 million boe to Clear Energy as part of the reorganization process. At year-end, our proved plus probable reserves 
had declined only 4.5% to 84.6 million boe. 


In France, the Trust drilled a successful well at La Torche, a stepout from the Champotran field in the Paris Basin. The well was drilled using 
new seismic interpretation methods that more accurately depict reservoir structures. The new interpretation was the result of a joint effort 
between Vermilion REP S.A. and the Government of France. We are excited about the results, as the new information indicates a significant 
extension of the potential reservoir in this area. 


We continue to focus on maximizing the value of Vermilion’s assets for unitholders. In early 2003, Aventura began sourcing potential gas 
markets in Trinidad. The lack of access to Atlantic LNG capacity (a liquefied natural gas export facility) limited Aventura to the less-attractive 
captive markets on island. These markets are considerably lower priced than the LNG markets and require dedication of the entire reserve 
base for a 15-year term. Following successful completion of the Baraka-1 well in Trinidad, negotiations began with the BG Group as a 
prospective buyer of Aventura. The BG Group has capacity in the Atlantic LNG facility and can use additional supply. By selling the company, 
Aventura will realize a price that is considerably higher than the value it would alternatively have received from entering into lower-priced 
gas markets under long-term contacts. On March 22, 2004, the BG Group announced an all-cash offer of $5.10 per share, and the transac- 
tion is expected to close in early May 2004. 


In December 2003, Vermilion closed the issue of 6.05 million units at a price of $14.10, ensuring sufficient funds for our 2004 capital 
program and positioning the Trust to finance future acquisitions. At December 31, 2003, the Trust had total debt of $141.2 million, net of 
working capital. 
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STRENGTHENING OUR DISTINCTIVE POSITION AMONG ENERGY TRUSTS On February 19, 2004, Vermilion announced the proposed 
$80.5-million acquisition of 5,900 boe per day of production and 17.4 million boe of proved plus probable reserves in the Netherlands. This 
acquisition is effective January 1, 2004, and pending receipt of government and regulatory approvals is expected to close on or before 
May 1, 2004. It will replace 200% of the volumes we produced in 2003 and has significantly preferable terms compared to similar acquisi- 
tions in Western Canada. The Trust's projected debt at the closing date will be approximately $220 million, or 1.5 times annualized cash 
flow. We believe this addition of reserves and production will increase our line of credit, which was $240 million as of December 31, 2003. 


Vermilion will operate all of this production, which is 100% natural gas. The fiscal terms are attractive—the production on these properties 
is royalty-free, and the effective income tax will be modest at approximately 15% over the life of the assets. As a result, our after-tax 
netbacks will be higher than those we realize on our properties in Canada and France. We expect to improve the production efficiency of 
some of the acquired wells and are excited about several potential drilling prospects in the area. 


The proposed acquisition in the Netherlands will fit well with our Western European operations and reinforce our position as the premier 
international energy trust in Canada. Following this acquisition, our production from Western Europe will rise to 48% from 27% of our 
volumes, with the balance from Canada. Vermilion’s natural gas weighting will increase to 57% from 42% of production, and we will 
operate almost 85% of our production. This high level of operatorship enables us to control our operating and capital cost structure. The 
effective reserve life of the Trust will be approximately 10.5 years. 


LOOKING AHEAD TO FURTHER VALUE CREATION Vermilion has created a new international exploration and production company, Verenex 
Energy Inc., which will be a publicly traded entity in which the Trust will hold a significant equity interest. Verenex will hold most of 
Vermilion’s pure exploration lands in France as well as a 50% interest in the Aquitaine Maritime exploration concession offshore France. 
The Trust's unitholders will participate in the potential value creation arising from the exploration of these properties with minimal 
exposure to exploration and capital risk. Currently, these properties do not provide any production or cash flow to the Trust. 


NET ASSET VALUE 
($/unit) 
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Vermilion’s Board of Directors has approved an initial capital program of $45 million for 2004. This program will fund modest drilling 
activity in Canada and France, as well as the study and pilot implementation of secondary recovery programs on certain properties. With 
the proposed Netherlands acquisition, Vermilion has significantly enhanced the ability to sustain distributions at current levels, and we 
look forward to providing another year of strong returns for unitholders. 


The investment community has responded quite favourably to the Vermilion Energy Trust story. Over the past year, we have enjoyed tremen- 
dous liquidity in the trading of Vermilion’s units, continued strong support from the institutional community and growing interest from retail 
investors across North America. We receive full coverage from nine analysts in Canada, including three of the four major bank-owned 
investment firms. 


While 2003 marked our first year as Vermilion Energy Trust, this year we celebrate the 10'" anniversary of Vermilion Resources Ltd., the 
operating company behind the Trust. | would like to thank our directors and employees, past and present, as they have all contributed 
to building Vermilion to its status as one of Canada’s top energy trusts. | would like to thank Jim McFarland, who has resigned from the 
board, for his support and guidance over the past several years. He will continue his involvement with Vermilion as the President and 
Chief Executive Officer of Verenex Energy Inc. | also would like to offer special thanks to Jeff Boyce, one of our co-founders, who provided 
dynamic leadership as the past president of Vermilion Resources and continues to offer his guidance as a director of the Trust. And to our 
unitholders, | thank you for your ongoing support and look forward to consistently delivering superior rewards for all our stakeholders. 


Respectfully submitted on behalf of the Board of Directors, j y / : ) 


Lorenzo Donadeo, 
President & Chief Executive Officer 
March 26, 2004 
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CURTIS HICKS, C.A., VP FINANCE & CFO 
Curtis has more than 20 years of industry 
experience, primarily in the financial area 
of oil and gas operations, as well as property 
and corporate acquisitions. 


CLAUDIO GHERSINICH, P.ENG., EXECUTIVE VP 
BUSINESS DEVELOPMENT A co-founder of 
Vermilion Resources, Claudio has more 
than 24 years of management experience 
in identifying, acquiring and developing 
undervalued oil and gas properties. 


LORENZO DONADEO, P.ENG., PRESIDENT 

& CEO Lorenzo, a co-founder of Vermilion 
Resources, has more than 23 years 

of energy industry management and 
operating experience. 


PAUL WEEVERS, P. ENG., VP PRODUCTION 
Paul has more than 24 years of experience 


in production engineering, field operations, 


reservoir engineering and evaluations. 


DOUG REYNOLDS, VP LAND Doug's broad 
experience spans all areas of land 
management in Canada, the U.S. and 
internationally over the last 24 years. 


RAJ PATEL, P.ENG., VP MARKETING For 
more than 25 years, Raj has successfully 
marketed oil and gas domestically and 


PAUL BEIQUE, DIRECTOR, INVESTOR 
RELATIONS After working for five years 

as a production engineer, Paul earned 

an MBA and embarked on a 15-year run as 
a respected sell-side investment analyst. 
He is well versed in the energy industry 
and capital markets. 


CHERYL KINZIE, DIRECTOR, HUMAN 
RESOURCES Cheryl has 18 years of human 
resources experience in the oil and gas 
industry and manages all aspects of 
Vermilion’s human resources program. 


internationally while managing commodity 
price risks. 


CORPORATE GOVERNANCE 


Vermilion is committed to a high standard of corporate governance practices, a 
dedication that begins at the Board level and extends throughout the Trust. We 
believe good corporate governance is in the best interest of our unitholders, and 
that successful companies are those that deliver growth and a competitive return 
along with a commitment to the environment, to the communities where they 
operate and to their employees. We comply with the objectives and guidelines 
relating to corporate governance adopted by the Toronto Stock Exchange. In addition, 
the Board monitors and considers the implementation of corporate governance 


standards proposed by various regulatory and non-regulatory authorities in Canada. 


_ 


In Canada. approximately 40% of our production comes from oil and gas reserves at Drayton Valley and 20% 
from oil fields at Slave Lake. areas with low-risk development opportunities and untapped potential. 
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We will continue to develop our strategic presence in Canada. 
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THE CORE OF VERMILION ENERGY TRUST 


As a new energy trust, Vermilion started with a distinct advantage in Canada—established core areas that Vermilion Resources had 
assembled over the last nine years. The Trust has six areas of production in Alberta, four of which we operate. As a Trust, in 2003 we 
shifted our objectives to maximize the potential value from our existing properties through low-cost, high-return production optimiza- 
tion, moving away from exploration activities such as accumulating land and drilling wildcat wells. Our capital spending program of 
$34 million included only $16 million for drilling. We drilled 23 wells, a relatively sharp drop from previous years and down from 
63 wells in 2002. Our drilling in 2003 resulted in 19 gas wells for an 83% success ratio. We spent $12 million for workovers, equipment 
modification and facilities optimization. Our low-risk initiatives in 2003 enabled us to hold production declines to less than 6% to average 
16,671 boe per day. 


Our core oil-producing property is Slave Lake in northern Alberta, where we have used water flooding for several years to enhance 
production. In 2004, we will be implementing waterflood modifications to improve pressure maintenance of the reservoir, enhance 
recoveries from unswept portions of the field and streamline operating costs. 


Our core gas-producing properties in the Drayton Valley area of west-central Alberta produce from a variety of horizons including reser- 
voirs from the Cretaceous, Jurassic and Devonian ages. To capture a large portion of the undeveloped reserves in this region, we will 
continue to pursue low-risk drilling and workovers, along with selective farm-outs. We are also reviewing uphole opportunities in those 
wells that have depleted the lower producing zones. In the shallow gas regions of central Alberta and Athabasca, we are pursuing low- 
risk drilling and tying-in wells that were previously shut-in because of low gas prices and high operating costs. 


A significant portion of our facilities expenditures in 2003 targeted expanding production capability from the Kiskatinaw ‘D’ Pool in the 
Peace River area of northwestern Alberta. At the time of the expansion, Vermilion and its partners faced a competitive drainage situa- 
tion from a third party. In September 2003, the competitive drainage situation was resolved, and we transferred operation of this 
property to Clear Energy Inc. Over time, our activity levels in the Peace River region will continue to diminish. 


Vermilion has allocated $23 million of capital spending to Canada in 2004. Our strategy remains constant—to maximize value from our 
existing assets. We are evaluating opportunities to add value to our properties in non-traditional ways, such as the potential to refine 
condensate production at Drayton Valley for re-sale as a fracture fluid for natural gas wells. By creating a higher-value product that sells 
at a 30%-60% premium to condensate, we are increasing the value of an existing asset. Our acquisition strategy is focused on those areas 
where we have an established presence. However, we would consider adding a new core area if the assets were of superior quality, the 
acquisition parameters were attractive and the production could provide a meaningful addition to our existing base. Our preference is to 
acquire properties we can operate, enabling us to control operating costs as well as the pace and magnitude of capital programs. 


As in 2003. we have initially allocated approximately 49% of our 2004 capital to France, 
where our long-life reserves consist of light. sweet oil in both the Aquitaine and Paris Basins. 
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a Development opportunities include drilling. workovers and secondary recovery programs. 


FRANCE 


STABLE, LONG-LIFE ASSETS 


Vermilion Energy Trust operates nine oil fields in France, four in the Aquitaine Basin southwest of Bordeaux and five in the Paris Basin 
approximately 60 kilometres east of Paris. Vermilion also owns a 27% interest in Vic Bihl, a partner-operated property in the Aquitaine 
Basin. Production from most of these reservoirs is light oil, with gravities ranging from 30° to 34° API. In 2003, Vermilion maintained a 
stable production profile. Our capital program in France in 2003 totaled $30 million, up 21% from 2002. We added 4.5 million boe of 
proved plus probable reserves—two times our produced volumes in 2003. 


Our greatest successes in 2003 were on the Champotran concession and on the St-Just-en-Brie Exploration Permit in the Paris Basin. 
Champotran 24 added 300 bbls per day of net production, while La Torche 2 is currently producing 90 bbls per day. We project that after 
a fracture stimulation scheduled for late March 2004, production from the La Torche well will exceed 300 bbls per day. Our successful 
drilling campaign supports the potential stratigraphic nature of the trap and a possible extension of the pool into the La Torche region. 
We are pleased with the successful delineation of the Champotran field and will continue to exploit our reserves in this region. 


Additional production was added in France from strategic workovers. In Vulaines, we acidized two wells that contributed an incremental 
oil rate of 155 bbls per day. At Malnoue, Vermilion fracture stimulated one well adding 65 bbls per day, and at Parentis, our workover 
operations increased production by approximately 390 bbls per day. 


In 2004, we have initially budgeted capital of $22 million to be spent in France. Our strategy is to maximize the potential of our long-life 
assets of light, sweet oil. Vermilion uses state-of-the-art reservoir simulation models, tools that are being used to exploit and optimize 
oil recovery from Parentis, Champotran and Vulaines. Waterflood injection in Champotran is projected to stabilize the oil rate until 2007 
and add an incremental 1.0 mmbbls of reserves by 2005. In Parentis, the model demonstrates that the upper reservoir section also has 
upside potential, which requires both waterflooding and drilling activity to exploit the 2.2 mmbbls of probable reserves that have been 
identified as exploitation opportunities. 


We are creating a new public company that will target international exploration prospects, Verenex Energy Inc. Vermilion will grant Verenex 
access to undeveloped acreage in France. Verenex will also target higher-risk, high-reward drilling opportunities in our producing con- 
cessions. Vermilion will maintain a small working interest in these exploration licences, as well as a significant equity interest in this 
new venture. 


Gilbert Laustsen Jung Associates Ltd. has prepared an independent evaluation of the proved and proved plus probable oil 
and gas reserves and future cash flows of the oil and gas properties owned by Vermilion Energy Trust as at January 1, 2004. 


We carried out our evaluation in accordance with standards set out in the Canadian Oil and Gas Evaluation Handbook 
(the “COGE Handbook”) prepared jointly by the Society of Petroleum Evaluation Engineers (Calgary Chapter) and the 
Canadian Institute of Mining, Metallurgy & Petroleum (Petroleum Society). 


Those standards require that we plan and perform an evaluation to obtain reasonable assurance as to whether the 
reserves data are free of material misstatement. An evaluation also includes assessing whether the reserves data are in 
accordance with principles and definitions in the COGE Handbook. The reserves definitions used in preparing our estimates 
are those contained in the COGE Handbook and the Canadian Securities Administrators National Instrument 51-101. 


We have no responsibility to update this evaluation for events and circumstances occurring after the preparation date 
of our report, January 31, 2004. In this regard, the Company has stated that as of January 31, 2004, there have been no 


material changes in their properties that would have a material negative effect on the values compared to our evaluation. 


Because the reserves data are based on judgements regarding future events, actual results will vary and the variations 
may be material. 


Gilbert Laustsen Jung Associates Ltd. 


LL, et 


Keith M. Braaten, P. Eng. 
Vice-President 


March 13, 2004 


TO THE UNITHOLDERS OF 
VERMILION ENERGY TRUST 


RESERVES 


Oil 

Light & Equivalent Net Present Value, Before Tax! 
RESERVE SUMMARY Medium Oil Natural Gas NGLs 6:1 at 8% at 12% 
As at January 1, 2004 ({mbbls) (bef) (mbbls) (mboe) ($m) ($m) 
CANADA 
Proved producing 10,911 89,020 3,557 29,305 332,977 295,234 
Proved developed non-producing 108 12,013 41] 2,521 28,982 24,922 
Proved undeveloped 645 8,828 416 2,532 15,146 12,014 
Total proved 11,664 109,861 4,384 34,358 377,105 332,169 
Proved plus probable 15,007 151,846 5,924 46,239 466,563 401,643 
FRANCE 
Proved producing 22,107 3,201 - 22,641 154,822 135,346 
Proved developed non-producing 1,398 - - 1,398 5,473 3,270 
Proved undeveloped 4,162 - - 4,162 27,760 20,830 
Total proved 27,667 3,201 - 28,200 188,054 159,446 
Proved plus probable 37,710 3,809 = 38,345 232,397 190,188 


CONSOLIDATED 

Proved producing 33,018 92,222 3,557 51,946 487,799 430,579 
Proved developed non-producing 1,506 12,013: 41] 3,919 34,456 28,192 
Proved undeveloped 4,807 8,828 416 6,694 42,905 32,844 
Total proved 39,330 113,062 4,384 62,558 565,159 491,615 
Proved plus probable 52,717 155,655 5,924 84,584 698,960 591,831 


| The net present value of the reserves (cumulative cash flow) is based on GLJ’s forecasted price and cost scenarios, is presented for comparative purposes 
only and is not necessarily representative of fair market value. These values do not include any value for the Trust's share of the reserves of Aventura Energy 


Inc. A more extensive discussion of reserves is available in our Annual Information Form. 


Numbers may not total because of rounding 


NET ASSET VALUE 


(Canada net present value 8% before tax, France net present value 8% after tax) 


($m except for units and per-unit amounts) 
PSO RESERVES (Established in 2002) 
Canada 
France 
France income taxes 
Net France 
Total reserves 
Undeveloped land 
Seismic 
Aventura value, net to Vermilion Energy Trust 
Total debt and working capital 
Total assets 
Units outstanding (m) 
Net asset value ($m) 


' Based on the December 31, 2003 price of $4.60 per share for Aventura 


2 Based on 72.4% of the calculated NAV of Aventura 


[ 


January 1 January 24 
2004 2003 
466,600 512,968 
232,400 216,755 
(63,400) (33,011) 
169,000 183,744 
635,600 696,712 
81,309 83,323 
11,000 11,000 
148,450 | 115,438 2 
(141,180) (222,392) 
735,179 684,081 
64,694 57,480 
11.36 11.90 


RESERVE RECONCILIATION 
As at January 1, 2004 


OIL (mbbls) 

CANADA 

Opening balance 
Drilling additions 
Technical revisions 
Disposition 
Production 

Closing balance 

FRANCE 

Opening balance 
Drilling additions 
Technical revisions 
Production 

Closing balance 

CONSOLIDATED 

Opening balance 
Drilling additions 
Technical revisions 
Disposition 
Production 

Closing balance 


MARKETABLE GAS (mmcf) 


CANADA 

Opening balance 
Drilling additions 
Technical revisions 
Disposition 
Production 

Closing balance 

FRANCE 

Opening balance 
Technical revisions 
Production 

Closing balance 

CONSOLIOQATEDO 

Opening balance 
Drilling additions 
Technical revisions 
Disposition 
Production 

Closing balance 


P50 


Proved P90 Total Proved 
Producing Total Proved Plus Probable! 
13,143 13,731 15,787 
20 262 1,231 
(457) (535) (127) 
(63) (63) (154) 
(1,731) (1,731) (1,731) 
10,911 11,664 15,007 
23,101 28,454 35,375 
432 868 = 
770 540 4,532 
(2,197) (2,197) (2,197) 
22,107 27,667 37,710 
36,244 42,185 51,162 
452 1,130 e234 
313 6 4,405 
(63) (63) (154) 
(3,928) (3,928) (3,928) 
33,018 39,330 52,717 
109,680 143,900 178,450 
2,700 3,360 5,560 
2,945 (11,094) (4,518) 
(4,420) (4,420) (5,760) 
(21,885) (21,885) (21,885) 
89,020 109,861 151,846 
3,743 3,743 4,352 
11 11 11 
(553) (553) (553) 
3,201 3,201 3,809 
113,423 147,643 182,801 
2,700 3,360 5,560 
2,957 (11,082) (4,506) 
(4,420) (4,420) (5,760) 
(22,439) (22,439) (22,439) 
92,22) 113,062 155,655 
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RESERVE RECONCILIATION CONTINUED 
As at January 1, 2004 


NATURAL GAS LIQUIDS (mbbls) 
CANAOAR 
Opening balance 
Drilling additions 
Technical revisions 
Disposition 
Production 
Closing balance 


OIL EQUIVALENT (mboe) Gas at 6:1 

CANADA 

Opening balance 
Drilling additions 
Technical revisions 
Disposition 
Production 

Closing balance 

FRANCE 

Opening balance 
Drilling additions 
Technical revisions 
Production 

Closing balance 

CONSOLIDATED 

Opening balance 
Drilling additions 
Technical revisions 
Disposition 
Production 

Closing balance 


P50 


Proved P90 Total Proved 
Producing Total Proved Plus Probable! 
4,238 5,627 6,926 
39 204 156 
196 (532) (178) 
(209) (209) (273) 
(706) (706) (706) 
3,557 4,384 5,924 
35,661 43,341 52,454 
509 1,026 2,313 
230 (2,915) (1,058) 
(1,009) (1,009) (1,386) 
(6,085) (6,085) (6,085) 
29,305 34,358 46,239 
23,725 29,078 36,100 
432 868 - 
77\ 542 4,534 
(2,289) (2,289) (2,289) 
22,641 28,200 38,345 
59,385 72,419 88,554 
941 1,894 2,313 
1,002 (2,373) 3,476 
(1,009) (1,009) (1,386) 
(8,374) (8,374) (8,374) 
51,946 62,558 84,584 


' The opening (P50) balances, as stated, reflect “established” reserves as reported as of January 1, 2003. Established reserves included proved reserves plus 


50% of the probable reserves. 
Numbers may not total because of rounding 
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PROVED + PROBABLE 
RESERVES ([% OF TOTAL) 


a Probable 


Proved 


Our proved plus probable reserves 
declined by less than 5% in 2003. 


PROVED RESERVES 
(% OF TOTAL] 


Gas 


Oil & NGLs 


PROVED PRODUCING 
RESERVES [% OF TOTAL) 


~ 


Non- 
Producing 


Producing 


In 2004, we expect a higher 
percentage of gas reserves. 


Most of Vermilion’s proved reserves 
are producing. 


Year Ended. December 31 2003 


Revenues 303,776 11,796 315,572 
Cash flow 145,421 5,721 151,142 
Per unit, basic ($) 2.48 2.58 
Distributions 98,929 98,929 
Per unit ($) 1.87 1.87 
Percent of cash flow distributed 68% 65% 
Net earnings 55,876 866 56,742 
Per unit, basic ($) 0.95 0.97 
Capital expenditures 72,680 6,886 79,566 
Debt, net of working capital (surplus) 141,180 (9,682) 131,498 


Trust units outstanding (millions) 


Basic 64.7 64.7 


Diluted 69.2 69.2 


Weighted-average trust units outstanding (millions) 


Basic 58.6 58.6 

Diluted 59.1 59.1 
Trading price ($/unit) 

High 15.60 

Low 11.12 

Close 15.34 
Production (boe/d) ! 22,942 2,400 25,342 
Average price, after hedging ($/boe) -. 36.28 13.47 34.12 
Operating costs ($/boe) 6.11 2.66 5.78 
Cash flow netback ($/boe) 17.37 6.53 16.34 
Reserve life index (years) 11.3 


FINANCIAL & 
OPERATIONAL HIGHLIGHTS 


MANAGEMENT'S DISCUSSION AND ANALYSIS 


The following is management's discussion and analysis (MD&A) dated March 26, 2004, of Vermilion Energy Trust's (the “Trust” or 
“Vermilion”) operating and financial results for the year ended December 31, 2003, compared with the prior year. This discussion 
should be read in conjunction with the Trust's audited consolidated financial statements for the years ended December 31, 2003 
and 2002, together with accompanying notes. 


Operating netbacks and cash flow from operations are not recognized measures under Canadian generally accepted accounting 
principles (GAAP). Management believes that in addition to net income, operating netbacks and cash flow are useful supplemental 
measures as they provide an indication of the results generated by the Trust's principal business activities prior to the considera- 
tion of how those activities are financed or how the results are taxed. Investors should be cautioned, however, that these measures 
should not be construed as an alternative to net income determined in accordance with GAAP as an indication of Vermilion’s 
performance. Vermilion’s method of calculating these measures may differ from other companies and accordingly, they may not be 
comparable to measures used by other companies. 


On January 22, 2003, Vermilion Resources Ltd. (“Vermilion Resources”) was reorganized, by way of a Plan of Arrangement, into 
Vermilion Energy Trust and Clear Energy Inc. (“Clear”). The Trust maintained 94% of the producing assets of Vermilion Resources, 
while Clear acquired certain natural gas-weighted assets and undeveloped lands. In addition, Vermilion Resources entered into an 
agreement with majority-controlled Aventura Energy Inc. (“Aventura”) whereby Vermilion Resources sold 100% of its shares in 
Vermilion (Barbados) Ltd., which held Vermilion’s Trinidad assets, to Aventura for consideration of 212.1 million common shares of 
Aventura at a deemed price of $0.35 per share. Vermilion Resources currently owns 72.2% of Aventura, which is publicly traded on 
the TSX under the symbol AVR. This transaction is the extent of the related-party transactions occurring in the year. 


The Trust initiated distributions of $0.17 per unit per month to the Trust unitholders, beginning with the February distribution paid 
on March 14, 2003, and maintained monthly distributions at this level for the duration of 2003. Production in 2003 averaged 25,342 boe 
per day. The Trust generated cash flow of $151.1 million for the year. 


HIGHLIGHTS 2003 2002 2001 
Revenues ($m) 315,572 287,540 274,899 
Net earnings ($m) 56,742 41,322 65,743 

Per unit 2003, per share in 2002 and 2001 ($) 0.97 0.74 1.21 
Cash flow ($m) 151,142 157,365 152,885 

Per unit 2003, per share in 2002 and 2001 ($) 2.58 2.82 2.81 
Return on equity (%) 16.5 13.7 26.7 
Total assets ($m) 789,256 811,711 605,779 
WTI (US$/bbU 31.04 25.83 25.94 
AECO (Cdn$/GJ) 6.35 3.86 5.20 
Realized price ($/boe) 34.12 30.75 33.69 
Cash flow netback ($/boe) ' 16.34 16.83 18.74 


1 2003 netbacks are calculated including the impact of $25.6 million of reorganization costs 


Oil prices were strong throughout the year. WTI averaged above US$28 per bbl every month during 2003 and averaged as high as 
US$35.73 per bbl in February. Gas prices were very strong as well, averaging above Cdn$5.00 per GJ every month and averaging as 
high as Cdn$9.61 per GJ in March. 
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2003 SUMMARY OF QUARTERLY RESULTS Q1 02 Q3 Q4 


Revenue ($m) 88,013 80,914 73,179 73,466 
Net earnings (loss) ($m) (720) 32,649 13,277 11,536 
Net earnings (loss) ($/unit) (0.01) 0.57 0.23 0.19 
2002 SUMMARY OF QUARTERLY RESULTS Qi Q2 Q3 Q4 
Revenue ($m) 64,613 68,854 70,719 83,354 
Net earnings ($m) 10,406 9,369 7,741 13,806 
Net earnings ($/share) 0.19 0.17 0.14 0.24 


QUARTERLY RESULTS 


Quarterly results for the most recent two years have remained relatively consistent except for two quarters. Net earnings in the 
three months ended March 31, 2003 were reduced as a result of the one-time reorganization costs of $25.6 million related to the 
Plan of Arrangement. The increase in earnings in the three months ended June 30, 2003, was related to the reduction in tax rates 
for Canadian resources’ activities combined with the fact that with the structure of the Trust, the future income tax liability 
recorded on the balance sheet will be recovered through earnings over time. 


FOURTH QUARTER 2003 


Revenue for the three months ended December 31, 2003, declined 12% from the three months ended December 31, 2002, partly 
because of a 9% decline in production, as prices remained relatively constant. Adding to the revenue decline was the fact that Trinidad 
production, which receives lower prices, increased significantly over that time period, representing a larger component of total 
production in 2003. Earnings remained fairly consistent as the loss in revenue was offset partially by a recovery of future income 
taxes as a result of the change to the trust structure. 


PRODUCTION 

PRODUCTION PER UNIT 2003 2002 2001 
Production (boe/d) ' 25,342 25,619 22,354 
Production per unit 2003, per share in 2002 and 2001 (boe/d) ? 366 427 383 


' Includes Aventura's share of production in Trinidad 
” Per million diluted units outstanding (shares in 2002 and 2001) 


NET EARNINGS (S/uNnIT In CASH FLOW (S/UNIT IN 2003, PRODUCTION/UNIT in 2003, 
2003. S/SHARE InN 2002) S/SHARE In 2002) /SHARE IN 2002 (BOE/D) 
2.82 427 
0.97 2002 eee 2002 366 
0.74 2003 2003 
2002 
Net earnings grew 31% in 2003 In 2003, $1.87 per unit of cash flow Production per unit decreased mainly 


to $0.97 per unit. was distributed to unitholders. because of property dispositions to Clear. 


On a consolidated basis, Vermilion maintained its production, primarily because of the full year’s impact of Aventura’s production 
of 2,400 boe per day in Trinidad in 2003 compared with 84 boe per day in 2002. Production per unit declined as a result of the 
December 2003 equity issue. In this December financing, Vermilion issued 6,050,000 trust units at a price of $14.10 per trust unit for 
gross proceeds of approximately $85 million. The net proceeds of the financing will be used to fund the Trust's capital expenditure 
and acquisition program and for general purposes. In the interim, the net proceeds were used to repay a portion of Vermilion’s bank debt. 


DISTRIBUTIONS 


Vermilion maintained monthly distributions at $0.17 per unit for the last 11 months of 2003, distributing a total of $98.9 million. Of 
the distributions paid, 82.006% will be taxed in the hands of taxable Canadian unitholders as other income. The balance, considered 
to be a return of capital, is tax deferred and will reduce the adjusted cost base of trust units held by unitholders. 


For individual unitholders in the United States, the Trust has calculated that 58.38% of the distributions made in 2003 are dividends 
that are “Qualifying Dividends.” The remaining 41.62% of the 2003 distributions are a tax-deferred reduction to the cost of units 
for tax purposes. If the amount of “Non-Taxable Return of Capital” exceeds the cost of units, the excess should be reported as a 
capital gain. Vermilion believes the Trust should be treated as a qualified corporation for United States tax purposes. For unitholders 
resident in the United States, taxability of distributions is calculated using U.S. tax rules. The taxable portion of the monthly distri- 
bution is determined annually by the Trust based on current and accumulated earnings in accordance with U.S. tax law. 


LIQUIDITY AND CAPITAL RESOURCES 


Vermilion maintained bank credit facilities of $240 million with a syndicate of banks, resulting in unused debt capacity of 
$109 million at December 31, 2003. Vermilion is in a position to use its credit facilities to expand its business in 2004 if opportuni- 
ties are identified that will add value. 


LIQUIDITY AND CAPITAL RESOURCES 2003 2002 2001 
Debt and working capital ($m) 131,498 186,769 119,681 
Bank facility ($m) 240,000 270,000 250,000 
Unused bank facility ($m) 108,502 83,231 130,319 
Debt-to-cash-flow ratio ' 0.87 ay 0.78 
Debt-to-equity ratio ' 0.36 0.58 0.43 


| Debt includes working capital 


Vermilion has a long-term and short-term need for capital. Short-term working capital will be required to finance accounts receiv- 
able, drilling deposits and other similar short-term assets. Short-term capital may also be used from time to time to fund cash 
distributions to maintain consistent monthly cash distributions to unitholders of the Trust. However, the acquisition and develop- 
ment of petroleum and natural gas properties requires large amounts of long-term capital. There are essentially three components 
in financing the capital needs of Vermilion: debt, equity and internally generated cash. 


During 2003, Vermilion negotiated the terms of an amended credit facility with its banking syndicate to provide a revolving term 
loan of $220 million and an operating facility of $20 million. The period under the revolving term loan is expected to expire on 
June 30, 2004. That revolving period may be extended, at the option of the lenders, for a further 364 days. If the lenders convert the 
revolving credit facility to a non-revolving credit facility, the amounts outstanding under the facility become repayable 12 months 
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after the end of the revolving period. The cost of funds borrowed under the credit facility is calculated by reference to a Canadian 
chartered bank’s prime rate or United States’ base rate or a specified adjusted interbank deposit rate, stamping fee or discount 
rate, depending on the form of borrowing. Security for amounts outstanding Is provided by, among other things, floating charge oil 
and gas debentures over all of the present assets and after-acquired assets. Vermilion anticipates the prudent use of increased 
amounts of debt as the cash flow stream of its assets supports additional debt capacity. 


There is currently an active market for the equity financing of Canadian resource trusts. Accordingly, any future significant acquisition 
of producing properties is expected to be financed through the issuance of trust units combined with additional bank debt. The Trust 
accessed the capital markets in December 2003 by issuing 6.05 million trust units at a price of $14.10 per trust unit for gross proceeds 
of approximately $85 million. However, there are no assurances the equity markets will continue to be active for royalty trusts. 


Internally generated cash is used mainly for distributions with any surplus amounts spent on capital needs. Internal cash flow is 
significantly influenced by commodity prices. Other risks include exchange rates, interest rates and others. For a thorough discus- 
sion of these risks and how they are managed by Vermilion, please see the section on Risk Management (page 37). 


RECLAMATION FUND 


Vermilion has established a reclamation fund to fund the payment of environmental and site restoration costs for its assets. The 
reclamation fund will be funded by Vermilion Resources and owned by the Trust. Annual contributions in 2003 totaled $1.7 million 
or $0.20 per boe of production in the Trust. Contribution levels to the reclamation fund will be reviewed on a regular basis and 
may be adjusted to ensure reclamation obligations associated with the properties will be substantially funded when the costs 
are forecast to be incurred. 


PRODUCTION 


Throughout 2003, Vermilion’s production decreased quarter over quarter because of natural production declines combined with the 
disposition of assets to Clear in connection with the Plan of Arrangement. Additional temporary reductions in production occurred 
during the year, including a windstorm in France in July, the temporary shut-in of the Shane Kiskatinaw D’ Pool in August and 
TransCanada’s pipeline interruptions late in the year. 


CAPITALIZATION PRODUCTION MIX PRODUCTION BY COUNTRY 


Trinidad 
Y 5% 
Debt Gas France 
27% 49% 25% 
Equity Oil & NGLs Canada 
73% 51% 56% 
Vermilion is well capitalized with We strive to maintain a In 2003, two-thirds of our 
a debt-to-equity ratio of 0.36. balanced production mix. production came from Canada. 


2003 QUARTERLY PRODUCTION (boe/d) Q1 02 Q3 Q4 


Canada 17,908 17,739 16,001 15,073 
France 6,224 6,334 6,090 6,437 
Total Trust 24,132 24,073 22,091 21,510 
Trinidad 2,281 2,215 2,570 2,528 
Consolidated 26,413 26,288 24,661 24,038 
2002 QUARTERLY PRODUCTION (boe/d) Q1 Q2 Q3 Q4 
Canada 18,694 19,707 19,175 19,462 
France 6,238 6,015 6,314 6,523 
Total Trust 24,932 25,722 25,489 25,985 | 
Trinidad = = = 332 
Consolidated 24,932 25,722 25,489 26,317 


Vermilion had a 1% decline in production, averaging 25,342 boe per day in 2003 compared with 25,619 boe per day in 2002. In 
Canada, production declined 13% primarily as a result of the Clear disposition. In France, Vermilion’s drilling focus on the Paris Basin 
enabled the Trust to maintain last year's production in France, while higher production in Trinidad offset the declines in Canada. 


2003 2002 2001 

Oil & NGLs Gas Average Oil & NGLs Gas Average Average 
(bbls/d) (mmcf/d) (boe/d) (bbls/d) (mmcef/d) (boe/d) (boe/d) 

Canada 6,678 59.96 16,671 7,669 69.56 19,262 16,056 
France 6,018 1.51 6,271 6,053 1.32 6,273 6,298 
Trinidad 337 12.38 2,400 a 0.45 84 - 
Consolidated 13,033 73.85 25,342 13,731 71.33 25,619 22,354 


CAPITAL EXPENDITURES 


Vermilion’s capital program in 2003 included approximately $34 million in Canada and $30 million in France, while Aventura spent 
approximately $16 million on the Trinidad assets. 


In Canada, the Trust drilled 23 wells (12.4 net) resulting in 19 gas wells (10.4 net) and 4 dry holes (2.0 net). Most of the Trust's 
drilling activity was focused in the Drayton Valley region of central Alberta. 


In France, the Trust drilled and completed the Champotran 24 well and drilled and cased the La Torche 2 well in 2003. The 
Champotran 24 well is producing at a stabilized rate of approximately 300 bbls per day. The La Torche 2 well is currently being 
completed, and its well logs have confirmed a new seismic interpretation that indicates a significant extension of the existing pool. 


In addition to its operational activity, Vermilion had 23 wells drilled on its lands in Canada in 2003 through farm-out arrangements 
in which Vermilion maintained either a small working interest or a gross overriding interest. 
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CAPITAL EXPENDITURES ($m) 2003 2002 2001 


Land 1,520 9.914 19,626 
Seismic 2a: 5947 9239 
Drilling and completion 47,440 61,849 86,706 
Production equipment and facilities 11,887 16,443 28,305 
Workovers 12,861 11,829 11,091 
Capitalized exploration administration 2,061 3,248 2,469 
Drilling and development expenditures 77,041 109,230 157,436 
Property acquisitions (dispositions) (1,294) 23,433 2.194 
Corporate acquisitions - 97,334 - 
Other 3,819 4,082 3,259 
79,566 234,079 162,889 
CAPITAL EXPENDITURES BY COUNTRY ($m) 2003 2002 2001 
Canada 33,511 134,336 118,809 | 
France 30,469 25,092 44,080 
Trinidad 15,586 74,651 = 
79,566 234,079 162,889 


Se ————————————————————eeeee 


Vermilion’s drilling and property expenditures were funded primarily by cash flow from operations. Vermilion reduced its debt with 
the equity financing and exited the year with $131.5 million of debt net of working capital. 


The amount of capital spent in each country is determined by available capital and identified prospects. 


The Trust's total assets were $789.3 million as at December 31, 2003, compared with $811.7 million as at December 31, 2002. The 
decrease was primarily because of the disposition of assets to Clear in 2003 on the formation of the Trust pursuant to the Plan of 
Arrangement. 


The Trust's initial capital budget for 2004 has been set at $45 million, excluding acquisitions, with $23 million to be invested in 
Canada and the balance in France. These expenditures will be funded primarily from internally generated cash flow with the 
balance from the Trust's existing available credit facilities. 


CAPITAL EXPENDITURES CAPITAL EXPENDITURES CAPITAL EXPENDITURES 
BY COUNTRY ESTIMATE 2004 
Trinidad 
Other > 20% 
4O% France France 
Drilling & 38% 49% 
Completions Canada Canada 
50% 42% 51% 
Our capital expenditures in 2003 In 2003, $34 million was spent in These are preliminary estimates which 
totaled $79.6 million. Canada and $30 million in France. may change with new opportunities. 
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CASH FLOW NETBACKS 


Cash flow was $151.1 miltion in 2003, down slightly from $157.4 million in 2002. A higher average wellhead price was recorded in 
2003 as a result of a 64% increase in AECO pricing and a 20% increase in average WTI pricing compared with 2002. These price 


gains were offset by an increase in the Trust's costs, including $8.8 million in reorganization expenses incurred pursuant to the 
Plan of Arrangement. 


Year Ended December 31 


2003 CASH FLOW ($/boe) Q1 Q2 Q3 Q4 2003 2002 2001 
Oil and gas revenues 39.91 34.84 33.95 35.18 36.28 aitlell 34.01 
Oil hedging losses (2.89) (1.02) (1.69) (1.96) (2.16) (0.40) (0.32) 
Royalties (net of ARTC) (8.82) (8.69) (7.77) (7.52) (8.22) (6.56) (7.81) 
Operating costs (5.13) (5.62) (6.02) (6.41) (5.78) (4.60) (4.07) 
Operating netbacks 23.07 19.51 18.47 19.29 20.12 19.59 21.81 
General and administrative (1.14) (1.31) (1.23) (1.48) (1.29) (1.00) (0.89) 
Reorganization costs (3.71) - == - (0.95) - - 
Interest (0.84) (0.90) (1.04) (0.94) (0.93) (0.60) (0.67) 
Current and capital taxes (0.67) (0.83) (0.43) (0.39) (0.58) (1.17) (1.51) 
Other = (0.01) = (0.09) (0.03) 0.01 - 
Cash flow netbacks 16.71 16.46 (ees 16.39 16.34 16.83 18.74 
2002 CASH FLOW ($/boe) Q1 Q2 Q3 04 
Oil and gas revenues 27.68 29.80 31.07 35.51 
Oil hedging gains (losses) 1.11 (0.13) (1.17) (1.08) 
Royalties (net of ARTC) (6.13) (6.59) (5.90) (7.56) 
Operating costs (3.97) (4.69) (4.39) (5.29) 
Operating netbacks 18.69 18.39 19.61 21.58 
General and administrative (1.05) (1.15) (0.99) (0.84) 
Interest (0.44) (0.48) (0.77) (0.68) 
Current and capital taxes (2.54) (2.54) (2.45) 2.64 
Other (0.04) 0.02 0.03 0.03 
Cash flow netbacks 14.62 14.24 15.43 2293 
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OIL AND NGLs MARKETING 


Essentially all of Vermilion’s oil production is premium quality,tight and sweet. The average density of Vermilion’s oil production is 
approximately 42° API in Canada and 33° API in France. In 2003, Vermilion received an average wellhead price, before hedging, of 
US$30.73 per bbl compared to the WTI benchmark average of US$31.04 per bbl. In France, the average realized oil price was 
US$25.33 per bbl compared to the Dated Brent price of US$28.84 per bbl. 


Vermilion markets the majority of its Canadian production at the lease level on varying-term contracts that capture premiums over 
spot prices. By selling oil at the lease level, Vermilion minimizes the costs of carrying inventory and delivering oil to downstream 
markets. From the properties operated in France, Vermilion sells oil production to a European refiner on a one-year term contract. 
The price received for this oil is based on Dated Brent less a marketing differential. 


Vermilion’s contracts for sales of NGLs are one-year terms based on spot-price postings less negotiated differentials. Going 
forward, Vermilion may sell NGLs with its natural gas, or separate it out, depending on economics and operational flexibility. 


NATURAL GAS MARKETING 


Canadian natural gas prices increased in 2003 compared with 2002, with Vermilion realizing an average price of $6.01 per mcf in 
2003. Vermilion increased natural gas production 4% to 74 mmcf per day in 2003. 


Since 1998, there have been three major capacity additions to export pipelines connecting the Western Canadian Basin to North 
American markets. With export pipeline capacity exceeding available supply, Alberta spot prices in 2003 were very strong 
compared with those realized in export markets. In 2004 and over the next several years, Vermilion expects to sell approximately 
90% of its natural gas production based on Alberta short-term indices and only a small percentage under fixed-price contracts. 
Vermilion will continue to sell the balance to aggregators. Vermilion will also continue to manage its receipt transportation costs 
by closely matching supply to capacity and holding no export pipeline capacity, other than through the aggregator contracts. 


Vermilion maintains a flexible sales program to take advantage of opportunities to diversify its market and pricing mix. This may 
include, but will not be limited to, exposure to the markets in California, the U.S. Midwest, the northeastern U.S. and various power 
markets—without committing to export pipeline capacity. 


REVENUE 


Revenues increased 10% to $315.6 million in 2003 from $287.5 million in 2002, the result of a 17% increase in realized commodity 
prices, offset by a 1% decline in production. In 2003, commodity prices were even stronger than the high prices realized in 2002. Oil 
prices were up substantially—WTI averaged 20% higher at US$31.04 per bbl compared with US$25.83 per bbl in 2002. Dated Brent 


AUERAGE REALIZED OPERATING COSTS OPERATING NETBACKS 
PRICES (S/BOE) (S/BOE) (S/BOE) 
19.59 20.12 
36.28 5.78 2002 2003 
31.15 2003 2003 
2002 4.60 
2002 
Before hedging, our average In 2003, we faced higher Netbacks increased with higher 


realized price grew 16% in 2003. processing and power costs. commodity prices. 


was up 15% to US$28.84 per bbl from US$24.98 per bbl in 2002. Natural gas prices gained even more sharply in 2003 to AECO 
Cdn$6.34 per GJ from AECO Cdn$3.86 per GJ in 2002, an increase of 64%. In 2003, Vermilion hedged an average of 5,550 bbls per 
day at an average price of US$24.74 per bbl. This reflects Vermilion’s policy of hedging a component of its production over a time 
frame of up to two years to reduce the downside volatility of revenues (net of royalties) to minimize the risk of having a severe 
contraction in unit distributions. 


FINANCIAL INSTRUMENTS 


The primary objective of using commodity derivatives is to manage exposure to risks that have specifically been identified as 
controllable. The Trust uses derivative financial instruments to manage exposures to risks including, but not limited to, fluctua- 
tions in commodity prices, interest rates and foreign currency exchange rates. All transactions of this nature that the Trust enters 
into are related to an underlying financial position or to future petroleum and natural gas production. In 2003, Vermilion’s hedging 
program covering commodity prices and the foreign exchange conversion rate between the Canadian and U.S. dollar reduced the 
Trust's averaged realized wellhead price by $2.16 per boe. 


OIL HEDGING WTl Brent 

Fixed price swaps bbls/d US$/bbl bbls/d US$/bbl 
2004 2,250 24.35 2,250 22293 
2005 1,500 24.80 1,500 23.37 
GAS HEDGING Floor Ceiling 
Costless collars GJ/d Cdn$/GJ Cdn$/GJ 
Q1 2004 19,148 4.99 8.70 
Q2 2004 17,500 47] 6.64 
Q3 2004 17,500 47) 6.64 
04 2004 5,897 47] 6.64 
2004 average 14,993 4.80 7.30 


The Trust has also put in place currency-conversion hedges for the Canadian-U.S. dollar of US$2.7 million per month, covering the 
majority of its oil hedge position for 2004 at approximately US$0.71 per Canadian dollar. 


AVERAGE REALIZED PRICE ' 2003 2002 2001 
CANADA 

Crude oil ($/bbl) 43.05 39.55 39.02 
NGLs ($/bbU) 35.98 29.61 34.58 
Natural gas ($/mcf} 6.12 4.30 5.34 
FRANCE 

Crude oil ($/bbU) 35.49 35.16 32.32 
TRINIOAD 

Oil ($/bbU) 38.25 = = 
Natural gas ($/mcf) 1.57 - = 
CONSOLIDATED 

Oil ($/bbU) 38.74 37.19 35.45 
NGLs ($/bbl) 35.98 29.61 34.58 
Natural gas ($/mcf) 5.33 4.29 5.34 


' Excludes hedging costs 
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ROYALTIES 


Total royalties, net of ARTC, increased approximately $14.7 million to $76.0 million in 2003 from $61.3 million in 2002. The 
increase in 2003 was attributable to higher commodity prices in Canada, where royalties are price sensitive and calculated as a 
percentage of revenue. In Canada, royalties calculated as a percentage of revenue were 3% higher because commodity prices were 
higher in 2003 than in 2002. Royalties were $8.22 per boe in 2003 compared with $6.56 per boe in 2002. 


In France, a flat production tax (RCDM) in the range of $3.00 per bbl is the largest component of Vermilion’s royalty payment. 
Additional benefits are achieved under this system when a new pool is discovered, and the RCDM rate drops to approximately $1.50 
per bbl. In France, royalties calculated as a percentage of revenue were 14.1% in 2003 compared with 12.5% in 2002. 


ROYALTIES 

CANADA 

Oil and NGLs ($/bbU 

Percent of oil and NGLs revenue 
Natural gas ($/mcf} 

Percent of natural gas revenue 


FRANCE 

Oil ($/bbU) 

Percent of oil revenue 

Natural gas ($/mcf} 

Percent of natural gas revenue 


TRINIDAD 

Oil ($/bbU) 

Percent of oil revenue 

Natural gas ($/mcf) 

Percent of natural gas revenue 


CONSOLIOATED 

Oil and NGLs ($/bbU) 

Percent of oil and NGLs revenue 
Natural gas ($/mcf) 

Percent of natural gas revenue 


2003 2002 2001 
9.48 8.49 9.48 
23.2 24.1 25.5 
1.89 1.08 1.53 
31.5 BEL 28.5 
4.62 4.42 4.09 
14.4 12.5 12.8 
0.24 0.23 0.23 

4.9 5.4 4.3 
4.71 = = 
12.3 = = 
0.15 = = 

ay, = = 
7.11 6.70 6.98 
19.4 19.1 20.1 
1.56 1.07 Tsou 
je) M) 24.8 28.2 


DEBT NET OF WORKING 
CAPITAL ([S MILLIONS) 


186.8 
2002 
131.5 
2003 


We reduced our net debt 
by 30% in 2003. 


COST OF AVERAGE DEBT 


(INTEREST RATE. %) 


Tate 
2002 2003 


We maintained our average 
cost of debt in 2003. 


NET GENERAL & 
ADMINISTRATIVE 
EXPENSES (S/BOE] 


1.00 1.29 


“A= 


The 2003 cost reflects our 
operations as a trust. 
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OPERATING COSTS 


Workovers throughout the year and increased processing costs in the Peace River Arch area contributed to the increase in operat- 
ing costs in 2003 compared with the previous year. Operating costs on a consolidated basis were $5.78 per boe in 2003 compared 
with $4.60 per boe in 2002. Higher expenses for electrical power in Canada and France also contributed to the increase in operating 
costs. In France, the strengthening Euro increased operating costs as well. The temporary shut-in of production at Shane, the 
impact of not having the lower-cost production that was allocated to Clear and other short-term production losses were also 
factors that increased average per-unit costs. These factors were somewhat offset by the low-cost production in Trinidad that was 
on stream throughout the year. 


OPERATING COSTS 2003 2002 2001 
CANADA 

Oil and NGLs ($/bbU) 6.72 5.26 4.72 
Natural gas ($/mcf) 0.87 0.53 0.43 
FRANCE 

Oil ($/bbl) 6.88 6.40 5.43 

1 a EE 

TRINIDAD 

Natural gas ($/mcf) 0.52 - - 


DEBT AND INTEREST EXPENSE 


Interest expense increased in 2003 to $9.2 million from $6.3 million in 2002, primarily because average debt was higher in 2003 
than in the previous year. As well, the average prime rate increased slightly in 2003 compared with 2002. Vermilion’s loan balance 
of approximately $136 million at year-end 2003 was much lower than average debt for the year, a result of the Trust’s equity 
financing, which closed on December 10, 2003. 


DEBT AND INTEREST EXPENSE 2003 2002 2001 
Debt at year-end ($m) 135,558 193,025 101,053 
Total credit facility ($m) 240,000 270,000 250,000 
Interest expense ($m) 9,179 6,286 6,072 
Average cost of debt (%) 4.8 48 6.0 
Average prime rate (%) 4.7 4.2 6.0 


GENERAL AND ADMINISTRATIVE EXPENSES 


The gross general and administrative (“G&A”) expenses reflect the cost of Vermilion’s operations as a Trust, including the impact 
of maintaining an international subsidiary in France. Net G&A costs of $1.29 per boe in 2003 were up from $1.00 per boe in 2002, in 
part because of a significant reduction in the amount of G&A capitalized by the Trust. In addition, expenses in 2003 included the 
cost associated with the Trust's employee bonus plan, which was approved as part of the Plan of Arrangement. No cash bonuses 
were paid to staff in 2002. 


GENERAL AND ADMINISTRATIVE EXPENSES 2003 2002 2001 
($m) ($/boe) ($m) ($/boe) ($m) ($/boe) 

Gross G&A 19,740 2.13 18,478 EY) 15,288 1.87 
Recoveries (5,748) (0.62) (5,838) (0.62) (5,524) (0.68) 
13,992 1.51 12,640 1.35 9,764 1.19 

Capitalized G&A (2,061) (0.22) (3,248) (0.35) (2,469) (0.30) 
Net G&A 11,931 1.29 9,392 1.00 7,295 0.89 


SS 
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REORGANIZATION COSTS 


Reorganization costs of $25.6 million relate to Vermilion’s decision to convert to a trust. Included in this amount are $8.8 million in 
transaction costs, which include investment banking fees as well as all accounting and legal fees related to the conversion. Also 
included is $16.8 million representing the value of trust units issued in exchange for the cancellation of all outstanding employee 
options. All of these costs were incurred in the first quarter of 2003. 


DEPLETION AND DEPRECIATION EXPENSE 


Vermilion’s depletion and depreciation expense increased 1% in 2003. 


Vermilion provides for expected future costs associated with site restoration and abandonment of facilities and wells in its deple- 
tion and depreciation provision. At year-end 2003, the estimated cost of future site restoration to be accrued over the life of the 
remaining proven reserves was $58.1 million, up from $36.9 million in 2002. 


DEPLETION AND DEPRECIATION EXPENSE 


Year ended December 31 2003 2002 2001 
Depletion and depreciation expense ($m) 95,398 94,737 53,271 
Depletion and depreciation expense ($/boe) 10.31 10.13 6.52 
TAXES 


Income taxes are calculated using the liability method. Under this method, income tax liabilities and assets are recognized for the 
estimated tax consequences attributable to differences between the amounts reported in the consolidated financial statements of 
the Trust and their respective tax base, using enacted income tax rates. The effect of a change in income tax rates on future tax 
liabilities and assets is recognized in income in the period in which the change occurs. 


The Trust is a taxable entity under the Income Tax Act (Canada) and is taxable only on income that is not distributed or distributable 
to the unitholders. As the Trust allocates all of its Canadian taxable income to the unitholders in accordance with the Trust 
Indenture and meets the requirements of the Income Tax Act [Canada] applicable to the Trust, no provision for Canadian income tax 
expense has been made in the Trust. 


Vermilion’s existing tax pools and current capital program in France were sufficient to keep cash taxes in 2003 to $5.4 million, 
down from $11.0 million in 2002. At December 31, 2003, Vermilion had approximately $226.2 million (2002—$289.5 million) of tax 
deductions for Canadian income tax purposes, approximately $69.7 million (2002—$74.3 million) of tax deductions for French 
income tax purposes and approximately $31.1 million (2002—$29.0 million) of tax deductions for Trinidad income tax purposes. 


EARNINGS 


Net earnings in 2003 increased to $56.7 million ($0.97 per unit) from $41.3 million ($0.74 per share) in 2002, as a result of the 
recovery on future income taxes in the year. In the Trust's structure, payments are made between Vermilion Resources and the 
Trust, which result in the transferring of taxable income from Vermilion Resources to individual unitholders. These payments have 
reduced future tax liabilities previously recorded by Vermilion Resources (when it was not a trust), which were recognized as a 
recovery of income tax in 2003. 
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UNITHOLDERS’ EQUITY 


As part of the Plan of Arrangement, 56.1 million shares of Vermilion Resources were exchanged for 50.1 million units of the Trust 
and 6.0 million exchangeable shares of Vermilion Resources. In addition, 1.3 million trust units were issued in exchange for the 
cancellation of stock options under the previous stock option plan of Vermilion Resources. During the year, 1.2 million units were 
issued on conversion of exchangeable shares. Unitholders’ capital increased during 2003 as compared to Vermilion Resources 
shareholders’ capital as at December 31, 2002, as a result of the issuance of 6.05 million units in 2003 for gross proceeds of 
$85.3 million. This increase in equity was offset by accumulated cash distributions of $98.9 million in 2003. 


PROPOSED TRANSACTIONS 


On February 19, 2004, Vermilion announced the signing of an agreement to purchase 5,900 boe per day of production, 14.3 mmboe 
of proved (P90) reserves and 17.4 mmboe of proved plus probable (P50) reserves in the Netherlands by its wholly owned subsidiary, 
Vermilion Oil & Gas Netherlands B.V. (“Vermilion Netherlands”) for Euro 48.3 million (Cdn$80.5 million) effective January 1, 2004. 
The transaction is subject to normal government and regulatory approvals and is expected to close on or before May 1, 2004. 


During 2003, Vermilion and Aventura entered into discussions with a potential acquirer of Aventura. On March 22, 2004, an offer was 
made to acquire all of the issued and outstanding shares of Aventura for $5.10 per share. The transaction is expected to close in 
early May 2004 at which time the Trust would receive a substantial cash infusion of approximately $165 million that would initially 
be used to reduce outstanding debt and eventually be applied toward the future acquisition of cash-flow generating properties. 


RISK MANAGEMENT 


Crude oil and natural gas exploration, production, acquisition and marketing operations involve a number of risks. These risks 
include operational fluctuations in commodity prices, exchange rates, interest rates, exploration uncertainties, product demand, 
transportation restrictions and governmental regulatory changes. 


Vermilion considers its commodity price risk management program as a form of insurance that protects its cash flow and rate of 
return. The primary objective of the risk management program—an integral part of the Vermilion’s five-year business plan—is to 
support Vermilion’s distributions and its internal capital development program. Maintenance of a strong financial position and a 
stable cash flow stream through the development of long-life reserves is key to mitigating business risks. 


To manage the adverse impact of significant movements in commodity prices, exchange rates and interest rates, Vermilion uses 
over-the-counter financial structures as well as fixed/collar structures as a part of physical natural gas sales. Vermilion has strict 
controls and guidelines in place and enacts transactions only with counterparties that have high credit ratings. 


Vermilion maintains an insurance program consistent with industry practice to protect against losses from accidental destruction 
of assets, well blowouts, pollution and other business interruptions. 


CURRENCY RISK 


Vermilion’s primary exposure to currency risk comes from a revenue stream in Canada and France that is denominated in U.S. 
dollars. Vermilion’s exposure to fluctuations in the Euro is limited primarily to reinvestment and repatriation of funds, and forward- 
sale contracts can be used to mitigate these risks. The remaining cash flow from Vermilion’s French operations is reinvested in 
France, creating a natural hedge to the working capital and cash flow stream when they are converted to Euros. 
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CRITICAL ACCOUNTING ESTIMATES 


The amounts recorded for depletion and depreciation of property, plant and equipment and the provision for future site restora- 
tion and abandonment costs are based on estimates. The ceiling test calculation is based on estimates of proved reserves, 
production rates, oil and natural gas prices, future costs and other relevant assumptions. By their nature, these estimates are 
subject to measurement uncertainty, and the effect on the consolidated financial statements from changes in such estimates in 
future years could be significant. 


SENSITIVITIES 


Crude oil and natural gas prices may change significantly because of factors Vermilion cannot control. The following table provides 
a summary of estimated sensitivities to price fluctuations for pro-forma production levels and expenses for the year ended 
December 31, 2004. 

Cash Available for 


Distributions Per Unit and Cash Available 

Exchangeable Shares for Distributions 

Change in crude oil price by Cdn$1.00/bbl $ 0.02 $ 1.3 million 
Change in natural gas price by Cdn$0.10/mcef $ 0.02 $ 1.4 million 
Change in interest rate by one point $ 0.02 $ 1.3 million 
Change in Cdn/U.S. foreign exchange rate by one point $ 0.01 $ 0.7 million 
Change in Cdn/Euro foreign exchange rate by one point $ 0.00 $ 0.3 million 


CONTRACTUAL OBLIGATIONS 


Vermilion has a pipeline transportation commitment that runs to October 31, 2005, and has minimum annual payment require- 
ments of Cdn$0.1 million. 


ENVIRONMENT, HEALTH AND SAFETY 


Vermilion remains committed to conducting its activities in an environmentally responsible manner, protecting the health and 
safety of its employees and the public in every country in which it operates. It is a condition of employment that Vermilion person- 
nel work safely and in accordance with established regulations and procedures. 


In 2003, Vermilion remained committed to the principles of the Environment, Health and Safety Stewardship Program set out by the 
Canadian Association of Petroleum Producers (CAPP). This voluntary initiative promotes continual improvement in the areas of 
environment, health and safety performance, supplemented by progress reports to stakeholders. 


Vermilion continued its commitment to protect land, water and air, as policies and procedures demonstrating leadership in these 
areas were maintained and further developed in 2003. Examples of accomplishments during the year included: 


- Reducing long-term environmental liabilities through decommissioning, abandoning and reclaiming well leases and facilities; 
- Monitoring long-term liabilities through regular inspections; 

- Continuing reductions in flaring and greenhouse gas emissions; 

- Minimizing waste products by reducing, recycling and recovering; and 

- Continuing risk management efforts with detailed emergency-response planning. 


Vermilion is a member of several organizations concerned with environment, health and safety, including the Western Canadian 
Air Shed and numerous area co-operatives. 


In the area of stakeholder relations, Vermilion works to build long-term relationships with environmental stakeholders and communities. 
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NEW ACCOUNTING PRONOUNCEMENTS 


In December 2001, the Canadian Institute of Chartered Accounts (CICA) issued Accounting Guideline 13, “Hedging Relationships” 
(AcG-13). AcG-13 establishes certain conditions for when hedge accounting may be applied. The guideline is effective for fiscal 
years beginning on or after July 1, 2003. 


In September 2002, the CICA approved Section 3063, “Impairment of Long-Lived Assets” (S.3063). $.3063 establishes standards for 
the recognition, measurement and disclosure of the impairment of long-lived assets and applies to long-lived assets held for use. 
An impairment loss is recognized when the carrying amount of a long-lived asset is not recoverable and exceeds its fair value. 
$.3063 is effective for fiscal years beginning on or after April 1, 2003, and is not expected to have a material impact on Vermilion’s 
financial position or results of operation. 


In December 2002, the CICA approved Section 3110, “Asset Retirement Obligations” (S.3110). $.3110 requires liability recognition 
for retirement obligations associated with property, plant and equipment. These obligations are initially measured at fair value, 
which is the discounted future value of the liability. This fair value is capitalized as part of the cost of the related asset and amor- 
tized to expense over its useful life. The liability accretes until Vermilion settles the retirement obligation. $.3110 is effective for 
fiscal years beginning on or after January 1, 2004. 


In 2003, the CICA issued Accounting Guideline 16 impacting the application of the cost centre impairment test (ceiling test). The 
guideline is effective for fiscal years beginning on or after January 1, 2004. The cost impairment test is now a two-stage process 
which is to be performed at least annually. The first stage of the test determines if the cost pool is impaired. An impairment loss 
exists when the carrying amount of an asset is not recoverable and exceeds its fair value. The carrying amount is not recoverable if 
it exceeds the sum of the undiscounted cash flows from proved reserves plus unproved costs using management's best estimate of 
future prices. The second stage determines the amount of the impairment loss to be recorded. The impairment is measured as the 
amount by which the carrying amount of capitalized assets exceeds the future discounted cash flows from proved plus probable 
reserves. The discount rate used is the company’s risk free rate. The guideline requires disclosure of the prices used for purposes 
of the impairment test. 


In February 2003, the CICA issued Accounting Guideline 14, Disclosure of Guarantees (AcG-14). AcG-14 established the disclosures 
required for obligations Vermilion may have under certain guarantees that have been issued. The disclosure requirements are 
effective for interim and annual periods beginning on or after January 1, 2003. Vermilion disclosed its guarantees in Note 15 of the 
Consolidated Financial Statements. There were no material guarantees outstanding at December 31, 2003. 


In November 2003, the CICA issued a draft EIC (D37) on “Income Trusts Exchangeable Units.” The EIC proposes that the retained 
interest of the exchangeable shareholders should be presented on the balance sheet as a non-controlling interest separate and 
distinct from unitholders’ equity. This draft EIC is currently under review and was not enacted in final form at the time of publica- 
tion of the Trust's Consolidated Financial Statements. 


In November 2003, the CICA approved an amendment to Section 3860, Financial Instruments—Disclosure and Presentation, to 
clarify the difference between an equity and liability instrument. An equity instrument exists only when an instrument is settled in 
shares. This amendment is effective for the fiscal years beginning on or after November 1, 2004. 


The following standards and revisions issued by the CICA do not have an impact on Vermition: 


- Section 1100, General Accounting Principles, effective for years beginning on or after October 31, 2003; 

- Section 1400, General Standards of Financial Statement Presentation, effective for years beginning on or after October 31, 2003; 

- Accounting Guideline 15, Consolidation of Variable Interest Entities, effective for annual and interim periods beginning on or 
after January 1, 2004. 
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MANAGEMENT'S REPORT TO UNITHOLDERS 


The accompanying consolidated financial statements of Vermilion Energy Trust are the responsibility of management and have been 
approved by the Board of Directors of Vermilion Resources Ltd., on behalf of the Trust. The financial statements have been prepared 
in accordance with accounting policies detailed in the notes to the financial statements and are in accordance with accounting principles 
generally accepted in Canada. Where necessary, management has made informed judgments and estimates of transactions that were 
not complete at the balance sheet date. Financial information throughout the Annual Report is consistent with the financial statements. 


Management ensures the integrity of the financial statements by maintaining high-quality systems of internal control. Procedures 
and policies are designed to provide reasonable assurance that assets are safeguarded and transactions are properly recorded, and 
that the financial records are reliable for preparation of the financial statements. 


Deloitte & Touche LLP, the Trust’s external auditors, have conducted an examination of the consolidated financial statements in 
accordance with generally accepted auditing standards in Canada and have provided an independent opinion. 


The Board of Directors is responsible for ensuring that management fulfills its responsibility for financial reporting and internal control. 
The Board carries out this responsibility principally through the Audit Committee, which is appointed by the Board and is comprised 
entirely of independent Directors. The Committee meets periodically with management and the external auditors to satisfy itself that 
each party is properly discharging its responsibilities and to review the consolidated financial statements, the Management's Discussion 
and Analysis and the external Auditors Report before they are presented to the Board of Directors. 


ML) ee 


Lorenzo Donadeo Curtis W. Hicks 
President & Chief Executive Officer Vice President, Finance & Chief Financial Officer 
February 11, 2004 
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AUDITORS’ REPORT 


To the Unitholders of Vermilion Energy Trust (formerly Vermilion Resources Ltd.): 


We have audited the consolidated balance sheets of Vermilion Energy Trust (the “Trust’) as at December 31, 2003 and 2002 and 
the consolidated statements of earnings and accumulated earnings and cash flows for the years then ended. These consolidated 
financial statements are the responsibility of the Trust's management. Our responsibility is to express an opinion on these consol- 
idated financial statements based on our audits. 


We conducted our audits in accordance with Canadian generally accepted auditing standards. Those standards require that we plan 
and perform an audit to obtain reasonable assurance whether the financial statements are free of material misstatement. An audit 
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also 
includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the over- 
all financial statement presentation. 


In our opinion, these consolidated financial statements present fairly, in all material respects, the financial position of the Trust as 
at December 31, 2003 and 2002 and the results of its operations and its cash flows for the years then ended in accordance with 
Canadian generally accepted accounting principles. 


ee 
Wee Voetlecer 
Calgary, Alberta 


February 11, 2004 Chartered Accountants 
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CONSOLIDATED 
BALANCE SHEETS 


December 31 (Thousands of dollars) 
ASSETS 

CURRENT 

Cash and cash equivalents 
Accounts receivable 

Crude oil inventory 


Prepaid expenses and other 


Reclamation fund (Note 2) 

Deferred financing costs 

Deferred reorganization costs (Note 3) 
Capital assets (Note 5) 


LIABILITIES 

CURRENT 

Accounts payable and accrued liabilities 
Distributions payable to unitholders 
Income and capital taxes payable 


Long-term debt (Note 6) 
Provision for future site restoration (Note 5) 


Future income taxes (Note 7) 


NON-CONTROLLING INTEREST (Note 4(c)) 
COMMITMENTS, CONTINGENCIES ANDO GUARANTEES 
(Notes 14 and 15) 

UNITHOLOERS’ EQUITY 

Unitholders’ capital (Note 8) 

Exchangeable shares (Note 8) 

Accumulated earnings 


Accumulated cash distributions 


APPROVED BY THE BOAAD 


Joseph F. Killi 
Director 


2003 2002 

$ 53,351 $ 32,562 
39,640 56,582 
3,477 3,207 
2,966 4,699 
99,434 97,050 
1,678 “ 

: 435 

: 2,324 
688,144 711,902 
$ 789,256 $ 811711 
$ 79,937 $ 79.817 
10,065 z 
5,372 10,977 
95,374 90,794 
135,558 193,025 
13,514 11,169 
152,993 171,094 
397,439 466,082 
29,598 21,321 
209,379 140,557 
11,276 5 
240,493 183,751 
(98,929) i 
362,219 324,308 
$ 789,256 $  BIL711 


MM LL 


Lorenzo Donadeo 


Director 
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CONSOLIDATED STATEMENTS 


OF EARNINGS AND ACCUMULATED EARNINGS 


Years Ended December 31 (Thousands of dollars, except per unit amounts) 


REVENUE 
Petroleum and natural gas revenue 
Royalties (net of ARTC) 


EXPENSES 

Production 

Interest on long-term debt 
General and administrative 
Reorganization costs (Note 3) 
Foreign exchange loss (gain) 
Depletion and depreciation 


EARNINGS BEFORE INCOME TAXES AND OTHER ITEM 
INCOME TAKES [RECOVERY] (Note 7) 

Future 

Current 

Capital 


OTHER ITEM 

Non-controlling interest (Note 4{c)) 

NET EARNINGS 

ACCUMULATED EARNINGS, BEGINNING OF YEAR 


EXCESS OF CONSIDERATION PAID QUER STATEO VALUE 


OF SHARES PURCHASED 
ACCUMULATED EARNINGS, END OF YEAR 

NET EARNINGS PER TRUST UNIT (Note 10) 

Basic 

Diluted 

WEIGHTED-AVERAGE TRUST UNITS OUTSTANDING 
Basic 

Diluted 


2003 2002 

$ 315,572 $ 287,540 
76,002 61,332 
239,570 226,208 
53,493 42,976 

9,179 6,286 

11,931 9,392 
25,628 = 

4,630 (741) 

95,398 94,737 
200,259 152,650 
39,311 73,558 
(23,044) 21,121 

4,611 10,126 

761 851 

(17,672) 32,098 

241 138 

56,742 41,322 
183,751 142,897 
- (468) 

$ 240,493 $ 183,751 
$ 0.97 $ 0.74 
$ 0.96 $ 0.73 
58,600,290 55,791,046 
59,093,044 56,847,150 


(i 


CONSOLIDATED STATEMENTS 
OF CASH FLOWS 


Years Ended December 31 (Thousands of dollars) 2003 2002 
CASH ANDO CASH EQUIVALENTS PROVIDED BY (USED In): 
OPERATING 
Net earnings $ 56,742 $ 41,322 
Items not affecting cash and cash equivalents: 
Depletion and depreciation 95,398 94,737 
Unrealized foreign exchange loss (gain) 4,398 (666) 
Amortized deferred financing costs 590 713 
Non-controlling interest 241 138 
Trust units issued on cancellation of employee stock options (Note 3) 16,817 - 
Future income taxes (recovery) (23,044) 21,121 
Cash flow from operations 151,142 157,365 
Site restoration costs incurred (2,034) (990) 
Changes in non-cash working capital (Note 12) 14,931 (11,730) 
164,039 144,645 
INVESTING 
Drilling and development of petroleum and natural gas properties (80,860) (113,311) 
Disposition (acquisition) of capital assets 1,294 (23,433) 
Contributions to reclamation fund (1,678) - 
Corporate acquisitions (Notes 4{a) and (b)) 
Artemis - (21,915) 
Trinidad - (65,686) 
(81,244) (224,345) 
FINANCING 
Issue of trust units for cash, net of unit issue costs 80,752 - 
Cash distributions (88,864) = 
(Decrease) increase in long-term debt (57,467) 91,972 
Issue of trust units pursuant to distribution reinvestment plan 6,209 = 
Issue of common shares for cash, net of share issue costs 1,201 4,660 
Cash acquired on increased investment in subsidiary 421 8,467 
Increase in deferred financing costs (155) (136) 
Repurchase of common shares for cash (Note 8) - (717) 
(57,903) 104,246 
Foreign exchange (loss) gain on cash held in foreign currencies (4,103) 1,300 
NET CHANGE If CASH ANO CASH EQUIVALENTS 20,789 25,846 
CASH ANDO CASH EQUIVALENTS, BEGINNING OF YEAR 32,562 6,716 
CASH ANO CASH EQUIVALENTS, END OF YEAR $ 53,351 $ 32,562 
SUPPLEMENTARY INFORMATION—CASH PAYMENTS 
Interest paid $ 10,080 $ 5,647 
Income taxes paid $ 9,869 $ 7,527 


NOTES TO THE CONSOLIDATED 
FINANCIAL STATEMENTS 


Years Ended December 31, 2003 and 2002 


(Tabular amounts in thousands of dollars, except per unit amounts) 


1. BASIS OF PRESENTATION 


Vermilion Energy Trust (the “Trust” or “Vermilion”) was established on January 22, 2003, under a Plan of Arrangement entered into 
by the Trust, Vermilion Resources Ltd., Clear Energy Inc., and Vermilion Acquisition Ltd. The Trust is an open-end unincorporated 
investment trust governed by the laws of the Province of Alberta and created pursuant to a trust indenture (“Trust Indenture’). 
Computershare Trust Company of Canada has been appointed trustee under the Trust Indenture. The beneficiaries of the Trust are 
the holders of Trust units. 


As a result of the completion of the Plan of Arrangement involving the Trust, Vermilion Resources Ltd., Clear Energy Inc., and 
Vermilion Acquisition Ltd., former holders of common shares of Vermilion Resources Ltd. {“Resources” or the “Company’), 
received units of the Trust or exchangeable shares of Vermilion Resources Ltd. or a combination thereof, in accordance with the 
elections made by such holders, and common shares of Clear Energy Inc. (“Clear”) (Note 3). The Company became a subsidiary of 
the Trust. The Company is actively engaged in the business of oil and natural gas development, acquisition and production. 


Prior to the Plan of Arrangement on January 22, 2003, the consolidated financial statements included the accounts of the Company 
and its subsidiaries. After giving effect to the Plan of Arrangement, the consolidated financial statements have been prepared ona 
continuity of interests basis, which recognizes the Trust as the successor entity to Resources. 


2. SIGNIFICANT ACCOUNTING POLICIES 


PRINCIPLES OF CONSOLIDATION 

The consolidated financial statements have been prepared in accordance with Canadian generally accepted accounting principles 
and include the accounts of the Trust and its subsidiaries on a consolidated basis, all of which are wholly owned, except for 
Aventura Energy Inc. (“Aventura”) (Note 4{c}). Inter-company transactions eliminate upon consolidation. 


PETROLEUM AND NATURAL GAS OPERATIONS 

The Trust uses the full-cost method of accounting for petroleum and natural gas operations and, accordingly, capitalizes all explo- 
ration and development costs on a country-by-country basis. These costs include land acquisition, geological and geophysical costs, 
drilling {including related overhead) on producing and non-producing properties and other carrying charges on unproven properties. 
Proceeds of disposition are applied against the cost pools with no gain or loss recognized except where the disposition results in a 
greater than 20% change in the rate of depletion and depreciation. 


The carrying value of the Trust's petroleum and natural gas properties is limited to the recoverable amount as determined by esti- 
mating the present value of future net revenues from proven properties based on current prices and costs plus unproven properties 
at the lower of cost and net realizable value less estimated future site restoration costs, general and administrative expenses, 
financing costs and income taxes. 
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Substantially all of the exploration, development and production activities of the Trust are conducted jointly with others and, 
accordingly, the consolidated financial statements reflect only the Trust's proportionate interest in such activities. 


The Trust estimates its future site restoration and abandonment costs for its oil and gas properties on a country-by-country basis. 
The costs represent management's best estimate of the future site restoration and abandonment costs based upon current 
legislation and industry practices in each country. Total estimated costs are being provided on a unit-of-production basis. The 
annual provision included in amortization expense and actual future site restoration and abandonment costs are charged to the 
accumulated provision as incurred. 


Amortization of these costs is done on a country-by-country basis and is calculated on the unit-of-production method based on 
estimated proven reserves, before royalties, as determined by independent engineers. The cost of significant unevaluated proper- 
ties is excluded from the depletion and depreciation base. For purposes of depletion and depreciation calculations, oil and gas 
reserves are converted to a common unit of measure on the basis of their relative energy content based on a conversion ratio of six 
thousand cubic feet of natural gas to a barrel of oil. 


The amounts recorded for depletion and depreciation of property, plant and equipment and the provision for future site restoration 
and abandonment costs are based on estimates. The ceiling test calculation is based on estimates of proved reserves, production 
rates, oil and natural gas prices, future costs and other relevant assumptions. By their nature, these estimates are subject to 
measurement uncertainty, and the effect on the consolidated financial statements from changes in such estimates in future years 
could be significant. 


CASH AND CASH EQUIVALENTS 
Cash and cash equivalents include monies on deposit and short-term investments accounted for at cost that have a maturity date 
of not more than 90 days. 


FURNITURE AND EQUIPMENT 
Furniture and equipment are recorded at cost and are being amortized on a declining-balance basis at rates of 20% to 50% per year. 


CRUDE OIL INVENTORIES 
Inventories of crude oil, consisting of production awaiting shipment at the Ambés Shipping Terminal in France, are valued at lower 
of cost or net realizable value. Cost is determined on a weighted-average basis. 


UNIT RIGHTS INCENTIVE PLAN 

The Trust has a unit-based long-term compensation plan for employees and directors of the Trust and its subsidiaries. 
Compensation cost is measured based on the intrinsic value of the award at the date of the grant and is recognized over the vesting 
period. Consideration received by the Trust on exercise of the units’ rights is credited to unitholders’ capital. See Note 9 for a 
description of the plan and pro-forma disclosure of the associated compensation cost. 


DEFERRED FINANCING COSTS 
Deferred financing costs associated with obtaining the long-term debt facility were amortized on a straight-line basis over the life 
of the related debt obligation. 
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REVENUE RECOGNITION 
Revenues associated with the sale of crude oil, natural gas and liquids are recorded when title passes to the customer. 


FINANCIAL INSTRUMENTS 
The Trust uses financial instruments to hedge its exposure to fluctuations in the prices of oil, natural gas and electricity, foreign 
exchange rates and interest rates. 


The Trust formally documents its risk management objectives and strategies, including the permitted use of derivative financial 
instruments. The Trust uses derivative financial instruments to manage exposures to fluctuations in commodity prices, interest 
rates and foreign currency exchange rates. All transactions of this nature entered into by the Trust are related to an underlying 
financial position or to future petroleum and natural gas production. The Trust does not use derivative financial instruments for 
trading purposes. Costs and gains on derivative contracts are recognized in earnings in the same period that the transactions are 
settled. The fair values of derivative instruments are not recorded in the balance sheet. 


PER-UNIT AMOUNTS 

Net earnings per unit are calculated using the weighted-average number of units outstanding during the period, including the 
weighted-average number of exchangeable shares outstanding converted at the exchange ratio at the end of each period. Diluted 
net earnings per unit are calculated using the treasury stock method to determine the dilutive effect of unit-based compensation. 
The treasury stock method assumes that the proceeds received from the exercise of “in the money” trust unit rights are used to 
repurchase units at the average market price during the period. 


FOREIGN CURRENCY TRANSLATION 
Foreign currency balances of foreign subsidiaries, which are considered to be integrated, are translated on the following basis: 


- Monetary assets and liabilities are translated at the rates of exchange prevailing at the balance sheet dates; 

- Non-monetary assets, liabilities and related depreciation and depletion expense are translated at historical rates; and 

- Sales, other revenues, royalties and all other expenses are translated at the average rate of exchange during the month in which 
they are recognized. 


Any resulting foreign exchange gains and losses are included in earnings. 


RECLAMATION FUND 

A reclamation fund has been set up by the Trust to ensure that cash is available to carry out future abandonment and reclamation 
work on wells, plants and facilities. Contributions are currently made on the basis of $0.20 per barrel of oil equivalent of produc- 
tion in Canada and France. 


INCOME TAXES 

The Trust is a taxable entity under the Income Tax Act (Canada) and is taxable only on income that is not distributed or distrib- 
utable to the unitholders. As the Trust allocates all of its Canadian taxable income to the unitholders in accordance with the Trust 
Indenture, and meets the requirements of the Income Tax Act (Canada) applicable to the Trust, no provision for Canadian income 
tax expense has been made in the Trust. 


In the Trust structure, payments are made between the Company and the Trust that result in the transferring of taxable income 
from the Company to individual unitholders. These payments may reduce future income tax liabilities previously recorded by the 
Company that would be recognized as a recovery of income tax in the period incurred. 
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Income taxes are calculated in the subsidiary companies using the liability method of accounting for income taxes. Under this 
method, income tax liabilities and assets are recognized for the estimated tax consequences attributable to differences between 
the amounts reported in the consolidated financial statements of the Trust and their respective underlying tax base, using enacted 
income tax rates in the respective tax jurisdictions. The effect of a change in income tax rates on future tax liabilities and assets is 
recognized in income in the period in which a change occurs. 


DISTRIBUTIONS 

The Trust makes monthly distributions of its distributable cash to unitholders of record on the last day of each calendar month. 
Pursuant to the Trust's policy, it will pay distributions to its unitholders subject to satisfying its financing covenants, making loan 
repayments and, if applicable, funding future removal and site restoration reserves. 


3. TRANSFER OF ASSETS AND LIABILITIES PURSUANT TO THE PLAN OF ARRANGEMENT 


Under the Plan of Arrangement, the Company transferred to Clear a portion of the Company's existing lands and exploration assets 
for common shares of Clear, which were distributed to the shareholders of Resources. As this was a related-party transaction, 
assets and liabilities were transferred at carrying value, as follows: 


Petroleum and natural gas assets and equipment $ 19,509 
Future income tax asset 5,461 
Total assets transferred 24,970 
Provision for site restoration and abandonment 89 
Net assets transferred and reduction in share capital $ 24,881 


Associated with the Plan of Arrangement, the Company recorded transaction costs of $25.6 million, with $16.8 million related to 
the issue of Trust units in exchange for cancellation of stock options under the previous stock option plan of Resources and 
$8.8 million in advisory and other costs. These costs, including $2.3 million incurred to December 31, 2002, which were recorded 
as deferred reorganization costs, were recorded as an expense during the year ended December 31, 2003. 


4. BUSINESS ACQUISITIONS AND INVESTMENT 


a) On February 13, 2002, the Company signed a letter of agreement to purchase all of the outstanding shares of Artemis Energy 
Limited (“Artemis”), a private Canadian oil and gas company, for total cash consideration of $21.9 million. The agreement closed 
on March 21, 2002, at which time Artemis became a wholly owned subsidiary of the Company. The acquisition of Artemis was 
accounted for using the purchase method of accounting, effective from March 21, 2002, as follows: 


Allocation of purchase price: 


Capital assets $ 42,865 
Current assets 2,039 
Current liabilities (6,511) 
Future income taxes (11,195) 
Long-term debt (4,600) 
Site restoration (683) 
Cash consideration $ 21,915 
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b} On June 21, 2002, the Company signed an agreement with a third party to purchase a 40% participating interest in and opera- 
torship of the Central Block onshore Trinidad. The Petroleum Company of Trinidad and Tobago Limited (Petrotrin) has a 35% 
participating interest in the Central Block. The acquisition was accounted for using the purchase method of accounting as follows: 


Allocation of purchase price: 


Capital assets $ = 75,581 
Current assets 465 
Current liabilities (1,127) 
Future income taxes (9,233) 
Cash consideration $ 65,686 


c}) On May 22, 2002, the Company exercised all of its warrants and options in Aventura, including Purchase Warrants (19.6 million 
warrants at $0.25 per warrant); Finance Options (2.1 million options at $0.18 per option); and Finance Warrants (2.1 million 
warrants at $0.25 per warrant), in exchange for 23.8 million common shares of Aventura at a cost of $5.8 million. This increased 
the Trust's ownership position to 46.8%. 


On October 17, 2002, the Company purchased 20 million common shares of Aventura through a private placement at a price of 
$0.30 per share for an aggregate cost of $6 million. 


At December 31, 2002, the Company's ownership position represented 47.4% of the common shares of Aventura. 


On January 22, 2003, the Company sold its existing 40% working interest in the Central Block in Trinidad (Note 4(b)) to Aventura for 
consideration of 212.1 million common shares. As this was a related-party and non-monetary transaction, assets and liabilities 
were transferred at carrying value. The sale increased the Company's equity holding in Aventura to approximately 72% from 
approximately 47% held prior to the sale. 


5. CAPITAL ASSETS 


Accumulated 

Depletion, Depreciation 
2003 Cost and Amortization Net Book Value 
Petroleum and natural gas properties and equipment $ 977,926 $ 292,427 $ 685,499 
Furniture and equipment 6,151 3,506 2,645 

$ 984,077 $ 295,933  $ 688,144 | 

Accumulated 

Depletion, Depreciation 
2002 Cost and Amortization Net Book Value 
Petroleum and natural gas properties and equipment $ 924,087 $ 214,194 $ 709,893 
Furniture and equipment 4,787 2,778 2,009 
$ 928,874 $ 216,972 Se oR? 
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As at December 31, 2003, costs of $19.7 million (2002—$29.0 million) for undeveloped properties have been excluded from the 
depletion and depreciation calculation. During the year, the Trust capitalized $2.1 million (2002—$3.2 million) of overhead costs 
related to exploration and development activities. 
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The provision for future site restoration costs is recorded in the consolidated statements of earnings as a component of depletion 
and depreciation and on the consolidated balance sheets as a long-term Liability. At December 31, 2003, the estimated future site 
restoration costs to be accrued over the life of the remaining proved reserves are $58.1 million (2002—$36.9 million). 


6. LONG-TERM DEBT 


As at December 31, 2003, the Trust had a credit facility consisting of a revolving term loan of $220 million and an operating facility 
of $20 million. The revolving period under the term loan is expected to expire on June 30, 2004. That revolving period may be 
extended, at the option of the lenders, for a further 364 days. If the lenders convert the revolving credit facility to a non-revolving 
credit facility, the amounts outstanding under the facility become repayable 12 months after the end of the revolving period. The 
cost of funds borrowed under the credit facility is calculated by reference to a Canadian chartered bank's prime rate or United 
States’ base rate or a specified adjusted interbank deposit rate, stamping fee or discount rate, depending on the form of borrowing. 
The average interest rate for borrowing in 2003 was 4.5%. Security for amounts outstanding is provided by, among other things, 
floating-charge oil and gas debentures over all of the present and after-acquired assets of the Company. In addition, a subsidiary 
of the Trust, Vermilion REP S.A., as guarantor of the Trust's loan, has provided security over its assets in France. 


7. FUTURE INCOME TAXES 


The components of the future income tax liability at December 31, 2003 and 2002 are as follows: 


2003 2002 
Capital assets $ 158,155 $ 175,861 
Provision for future site restoration (4,804) (4,679) 
Share issue costs (358) (88) 


$ 152,993 $ 171,094 


The provision for income tax differs from the amount that would have been expected if the reported earnings had been subject only 
to the statutory Canadian income tax rate of 40.75% (2002—42.2%), as follows: 


2003 2002 
Earnings before income taxes S$.) 39'314 $ 73,558 
Canadian corporate tax rate 40.75% 42.2% 
Expected tax expense 16,019 31,041 
Increase (decrease) in taxes resulting from: 
Income attributable to the unitholders (33,059) = 
Non-deductible Crown payments 19,408 18,211 
Resource allowance (11,542) (17,511) 
Alberta Royalty Tax Credit (325) 128 
Foreign tax rate differentials* (1,212) (6,558) 
Statutory rate changes (13,488) (2,840) 
Capital taxes 761 851 
Option conversion 6,853 - 
Other (205) 814 
Foreign exchange (882) 7,962 
(Recovery of) provision for income taxes $ (17,672) $ 32,098 


* The corporate tax rate in France is 35.4%, and for these purposes, Trinidad is not significant 
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At December 31, 2003, the Trust had approximately $226.2 million (2002—$289.5 million) of tax deductions for Canadian income 
tax purposes, approximately $69.7 million (2002—$74.3 million) of tax deductions for income tax purposes in France and approxi- 
mately $31.1 million (2002—$29.0 million) of deductions for income tax purposes in Trinidad. 


During the year ended December 31, 2003, reductions in Canadian corporate income tax rates were substantially enacted. The 
enacted rates are to be phased in over five years starting in 2003. As a result, the Trust’s future income tax rate decreased to 
approximately 36% compared with 42% in prior periods. The future income taxes recovery includes the impact of this rate reduc- 
tion and the tax rate changes in France on future income taxes. 


8. UNITHOLDERS’ CAPITAL AND EXCHANGEABLE SHARES 


Pursuant to the Plan of Arrangement, 51.5 million units of the Trust and 6.0 million exchangeable shares of the Company were 
issued in exchange for all of the outstanding shares of the Company, a wholly owned subsidiary of the Trust, on a one-for-one basis. 


The exchangeable shares are convertible into Trust units based on the exchange ratio, which is adjusted monthly to reflect the 
distribution paid on the Trust units. Cash distributions are not paid on the exchangeable shares. During the period, 1.2 million 
exchangeable shares were converted into 1.2 million Trust units based on the exchange ratio at the time of conversion. At 
December 31, 2003, the exchange ratio was 1.13151 Trust units per exchangeable share. On the 10th anniversary of the issuance of 
the exchangeable shares, subject to extension of such date by the Board of Directors of the Company, the exchangeable shares will 
be redeemed for Trust units on the basis of an exchange ratio as at the last business day prior to the redemption date. 


The Trust established a Distribution Reinvestment Plan (“DRIP”) in conjunction with the Trust's transfer agent to provide the 
option for unitholders to reinvest cash distributions into additional Trust units issued from treasury. In 2003, the Trust issued 
0.5 million units for proceeds of $6.2 million. 


Number of Shares Amount 

COMMON SHARES OF VERMILION RESOURCES LTO. 
Balance as at December 31, 2001 55,014,302 $ 136,146 
Stock options exercised for cash 943,616 4,660 
Shares acquired under normal course issuer bids (91,000) (249) 
Balance as at December 31, 2002 55,866,918 140,557 
Issued upon exercise of stock options 267,100 1,201 
Balance, January 21, 2003, prior to Plan of Arrangement 56,134,018 141,758 
Trust units issued on cancellation of employee stock options (Note 3) 1,346,449 16,817 
Transfer of net assets to Clear Energy Inc. (Note 3) - (24,881) 
Trust units issued (51,480,467) (119,739) 
Exchangeable shares issued (6,000,000) (13,955) 
3 $ <i 
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Number of Units Amount 


TRUST UNITS 
Unlimited number of trust units authorized to be issued 
Issued pursuant to Plan of Arrangement January 22, 2003 51,480,467 $ 119,739 
Distribution reinvestment plan 457,905 6,209 
Issued on conversion of exchangeable shares 1,218,920 2,679 
Trust units issued for cash 6,050,000 85,305 
Unit issue costs - (4,565) 
Unit options exercised for cash 1,300 12 
Balance as at December 31, 2003 59,208,592 $ 209,379 | 
me 
Number of Shares Amount 
EXCHANGEABLE SHARES 
Issued pursuant to Plan of Arrangement January 22, 2003 6,000,000 $ 13,955 
Exchanged for trust units (1,151,971) (2,679) 
Balance as at December 31, 2003 ' 4,848,029 $ 11,276 


' Exercisable into 5.5 million trust units at the December 31, 2003, exchange ratio of 1.13151 


Pursuant to the Plan of Arrangement, shareholders of the Company received one unit or one exchangeable share in the Trust for 
each common share held. In addition, shareholders of Resources received one share in Clear, a separate publicly listed oil and gas 
company, for each three common shares held (Note 3). 


9. COMPENSATION PLANS 


The Trust has a unit rights incentive plan that allows the Trust to issue rights to acquire trust units to directors, officers and 
employees. The Trust is authorized to issue up to 6.0 million unit rights; however, the number of trust units reserved for issuance 
upon exercise of the rights shall not at any time exceed 10% of the aggregate number of issued and outstanding trust units of the 
Trust. Unit right exercise prices are equal to the market price for the trust units on the date the unit rights are issued. If certain 
conditions are met, the exercise price per unit may be calculated by deducting from the grant price the aggregate of all distribu- 
tions, on a per-unit basis, made by the Trust after the grant date. Rights granted under the plan vest over a three-year period and 
expire five years after the grant date. 


The following table summarizes information about the Trust's unit rights: 


Weighted 

Number of Average 

Year Ended December 31, 2003 Unit Rights Exercise Price 

Opening balance ~ $ - 

Granted 4,825,300 11.58 

Cancelled (282,300) 11.45 

Closing balance 4,543,000 $ 11.59 

A summary of the plan as at December 31, 2003, is as follows: 

Remaining 

Range of Number of Contractual Number of 

Exercise Price Adjusted Rights Life of Right Rights 

at Grant Date Exercise Price Outstanding (Years) Exercisable 

$11.45 - $14.77 $ 9.75 - $14.51 4,543,000 41-49 - 
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In 2002, the Company had a stock option plan under which the Board of Directors granted stock options to directors, officers and 
employees for the purchase.of common shares of the predecessor entity. As a result of the Plan of Arrangement, this stock option 


plan was terminated (Note 3). 


The following table summarizes information about the Company's previous stock option plan: 


Year Ended December 31 2003 2002 
Weighted Weighted 

Number of Average Number of Average 

Options Exercise Price Options Exercise Price 

Balance, beginning of year 4,112,369 $ 7.97 3,378,685 $ 6.07 
Granted - - 1,826,500 9.86 
Exercised (267,100) 4.49 (943,616) 4.94 
Cancelled (3,845,269) 8.12 (149,200) 7e29) 
Balance, end of year - $ - 4,112,369 $ 7.97 
Exercisable, end of year - $ - 1,171,783 $ 5.27 


Aventura, a publicly traded company and one of the Trust's subsidiaries, has a stock-based compensation plan under which 
officers, directors, consultants and employees are eligible to receive stock options. On December 31, 2003, 4.5 million (2002— 
2.3 million) stock options, equal to 10% of the issued common shares, were available for issuance under the plan. Options granted 
under the plan prior to February 23, 2001, have a term of five years and vest one-third on issue and the remaining two-thirds on the 
first and second anniversary date of the initial grant. Options issued subsequent to February 23, 2001, vest one-third in the year 
following issue and one-third each year thereafter and are fully vested at the end of the third year. The exercise price of each 
option equals the market price of Aventura’s common shares on the date of grant. On December 31, 2003, 2.7 million options 
(2002—1.3 million) were outstanding under the plan. 


A summary of Aventura’s stock option plan as of December 31, 2003, and 2002, and changes during the year ended December 31, 
2003 and 2002, are as follows: 


2003 2002 

Weighted Weighted 

Number of Average Number of Average 

Options _ Exercise Price Options Exercise Price 

Outstanding, beginning of year 1,295,000 $ 2.92 1,127,000 $ 2.81 
Granted 1,776,000 3.99 425,000 3.20 
Exercised (230,000) 1.83 (151,333) 1.01 
Cancelled (175,000) 4.97 (105,667) 5.67 
Outstanding, end of year 2,666,000 3.59 1,295,000 2.92 
Exercisable, end of year 965,000 $ 2.89 635,000 $ 1.86 


Options Outstanding Options Exercisable 


Average Weighted Weighted 
Range of Number Remaining Average Number Average 
Exercise Prices Outstanding Life in Years Exercise Price Exercisable Exercise Price 
$1.00 380,000 0.5 $ 1.00 380,000 $ 1.00 
$3.20 - $3.65 445,000 3.7 $ 3.28 370,000 $ 3.20 
$4.00 - $4.05 1,626,000 41 $ 4.01 - $ = 
$5.70 215,000 2.5 $ 5.70 215,000 $ 5.70 
2,666,000 965,000 
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COMPENSATION COST 

The Trust and Aventura account for their unit rights incentive and stock option plans using the intrinsic value of the unit rights and 
stock option. Using intrinsic values, compensation costs are not recognized in the consolidated financial statements for unit or 
stock option rights granted to employees and directors when issued at prevailing market prices. 


The fair value of the unit rights cannot be determined because of the nature of the reducing exercise price feature. Pro-forma 
compensation cost has been determined using the excess of the unit price as at the date of the consolidated financial statements 
over the exercise price for unit rights issued since January 22, 2003, and outstanding as at the date of the consolidated financial 
statements. 


The fair value of each option granted under the Aventura stock option plan is estimated on the date of the grant using the Black- 
Scholes option-pricing model with the following weighted-average assumptions for grants: risk-free interest rate of 3.7%, 
expected lives of 5 years, expected volatility of 89, and no dividends paid. 


The fair value of the options granted under the previous stock option plan was estimated on the date of grant using the Black- 
Scholes option-pricing model with the following weighted-average assumptions for grants: risk-free interest rate of 4.5%, 
expected lives of 5 years, and expected volatility of 50%. 


If compensation costs had been recorded on the foregoing bases for the year ended December 31, 2003, pro-forma net earnings 
would be reduced by $10.1 million, of which $8.3 million relates to the compensation costs with respect to the Trust's unit rights 
incentive plan (2002—$2.3 million related to the previous stock option plan) and $1.8 million with respect to the stock compensa- 
tion costs related to the 72% interest in Aventura (2002—$0.09 million). The pro-forma effect on net earnings per unit for the year 
ended December 31, 2003, would be a decrease of $0.17 per unit (2002—$0.04) and a decrease of $0.17 per unit on a diluted basis 
(2002—$0.04). 


10. PER-UNIT AMOUNTS 


The following table shows the effect of dilutive securities on the weighted average trust units outstanding: 


2003 2002 
BASIC 
Earnings per unit $ 0.97 $ 0.74 
Weighted-average number of units outstanding (thousands) 58,600 55,791 
DILUTED 
Earnings per unit $ 0.96 $ 0.73 
Weighted-average number of units outstanding (thousands) 59,093 56,847 


The number of units used to calculate diluted earnings per unit for the year ended December 31, 2003, of 59.1 million (2002— 
56.8 million) included the weighted-average number of units outstanding of 58.6 million (which includes outstanding 
exchangeable shares as if they were converted at the period-end exchange ratio) (2002—55.8 million) plus 0.5 million (2002— 
1.1 million) units related to the dilutive effect of unit rights. 


Diluted net earnings per unit discussed above did not include 138,300 (2002—324,282) unit rights that would be anti-dilutive, both 
on a weighted-average basis, because the respective exercise prices exceeded the average market price of the units. 
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11. FINANCIAL INSTRUMENTS 


RISK MANAGEMENT ACTIVITIES 

The nature of the Trust's operations result in exposure to fluctuations in commodity prices, exchange rates and interest rates. The 
Trust monitors and when appropriate, uses derivative financial instruments to manage its exposure to these risks. The Trust is 
exposed to credit-related losses in the event of non-performance by counterparties to the financial instruments. 


The Trust uses oil swap agreements to hedge anticipated sales of crude oil. At December 31, 2003, the Trust had entered into 
U.S.-dollar oil swaps with financial institutions to hedge approximately 1.6 million barrels (approximately 4,500 barrels per day) in 
2004. The hedge prices average US$24.39 West Texas Intermediate (“WTI”) equivalent and mature during calendar year 2004. In 
2005, the Trust has entered into U.S.-dollar oil swaps with financial institutions to hedge approximately 1.1 million barrels 
(approximately 3,000 barrels per day). The hedge prices average US$24.83 WTI equivalent and mature during calendar year 2005. 
At December 31, 2003, the fair value of the oil swaps represent a loss of approximately Cdn$17.4 million (using an average 
exchange rate of 0.77 in 2004 and 0.76 in 2005). The Trust does not obtain collateral or other security to support its oil swap agree- 
ments as the majority of the hedges are with the banking syndicate. However, any swap agreement with any of its banking 
syndicate members rank pari-passu with the security arrangement within the bank loan facility. 


As well, the Trust uses natural gas agreements to hedge anticipated sales of natural gas. At December 31, 2003, the Trust had 
entered into physical gas contracts at pre-determined prices to sell approximately 12.1 mmcf per day at an average floor of 
Cdn$5.34 per mcf and cap of Cdn$8.18 per mcf in 2004. At December 31, 2003, the fair value of the gas contracts represents a loss of 
approximately Cdn$0.1 million. The Trust does not obtain collateral or other security to support its natural gas agreements other than 
parental guarantees from parent companies of certain counterparties as the majority of the hedges are with the banking syndicate. 


The Trust has entered into a financial swap for electricity prices to hedge anticipated electrical needs for its Canadian production. At 
December 31, 2003, the Trust had entered into an agreement with an energy company to fix the price of approximately 2.5 mega- 
watts (“MW”) per hour at $48 per MW hour in 2004 and 2.5 MW per hour at $45.75 per MW hour in 2005 (60% of current estimated 
electrical needs for Canadian production). At December 31, 2003, the fair value of the agreement was a gain of $0.1 million. 


The Trust has also put in place Canadian/U.S. dollar currency conversion hedges covering the majority of its oil hedge position for 
2003 at approximately US$0.71 per Canadian dollar. At December 31, 2003, the fair value of the hedges was a gain of $2.9 million. 


FAIR VALUES 

The carrying values of cash and cash equivalents, accounts receivable, accounts payable and accrued liabilities and long-term 
debt approximated their fair values as at December 31, 2003 and 2002 as a result of the short-term nature of these instruments 
and, in the case of long-term debt, having variable interest rates which approximate market value. 
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12. CASH FLOW INFORMATION 


The following amounts represent the changes in non-cash working capital per balance sheet accounts: 


2003 2002 
Accounts receivable $ 16,942 $ (10,620) 
Crude oil inventory (270) (614) 
Prepaid expenses and other 1,733 598 


Accounts payable and accrued liabilities (3,159) (460) 
Foreign exchange (315) (634) 
$ 14,931 $ (11,730) 


Changes in non-cash working capital 


13. SEGMENTED INFORMATION 


The Trust has operations principally in Canada and France. Aventura (see Note 4(c]) has net assets in Trinidad and Canada. The 
Trust's entire operating activities are related to exploration, development and production of petroleum and natural gas. 


2003 
PETROLEUM AND NATURAL GAS REVENUE 
Canada $ 230,357 $ 208,103 
France 73,016 79,036 
Trinidad 12,199 401 


$ 315,572 $ 287,540 


NET EARNINGS 


Canada S$ 48,961 $ 24,711 
France 6,816 16,270 
Trinidad 965 341 


$ 56,742 $4322 


CASH FLOW FROM OPERATIONS 


Canada $ 102,574 $ 101,759 
France 41,835 55,250 
Trinidad 6,733 356 


$ 151,142 See EVES AG 


CAPITAL EXPENDITURES 


Canada $9.33:51t $ 134,336 
France 30,469 25,092 
Trinidad 15,586 74,651 


$ 79,566 $ 234,079 


TOTAL ASSETS 


Canada $ 441,071 $ 497,512 
France 236,426 199,385 
Trinidad 111,759 114,814 


$ 789,256 $ 811,711 
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14. COMMITMENTS AND CONTINGENCIES 


On September 25, 2001, a tax assessment notice was received from the Direction Générale des Impots regarding the wholly owned 
subsidiary in France, Vermilion REP S.A. The notice advised that the Trust is liable for a registration fee that was owed at the time 
of the purchase of the French properties in 1997, in the amount of $4.5 million Euro (approximately Cdn$7.5 million) including 
interest charges for late filing. The Trust disagrees with the tax authority's position and is challenging the assessment. The Trust 
cannot determine the likelihood that it will be required to pay the registration fee, and as such no amount has been accrued for in 
the consolidated financial statements at December 31, 2003. 


15. GUARANTEES 


In the normal course of operations, the Trust executes agreements that provide for indemnification and guarantees to counter- 
parties in transactions such as the sale of assets and operating leases. 


These indemnifications and guarantees may require compensation to counterparties for costs and losses incurred as a result of 
various events, including breaches of representations and warranties, loss of or damages to property, environmental liabilities or 
as a result of litigation that may be suffered by the counterparties. 


Certain indemnifications can extend for an unlimited period and generally do not provide for any limit on the maximum potential 
amount. The nature of substantially all of the indemnifications prevents the Trust from making a reasonable estimate of the maxi- 
mum potential amount that might be required to pay counterparties as the agreements do not specify a maximum amount, and the 
amounts depend on the outcome of future contingent events, the nature and likelihood of which cannot be determined at this time. 


16. COMPARATIVE FIGURES 


Certain of the prior-period numbers have been reclassified to conform with the current period presentation. 
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SEGREGATED TRUST INFORMATION 


2003 2002 
Oil & NGLs Natural Gas Total Total 
($/bbl) ($/mcf) ($/boe) ($/boe) 
TRUST FINANCIAL INFORMATION 
CANADA 
Price 44.75 6.12 39.93 29.96 
Hedging loss (4.01) (0.11) (2.01) (0.43) 
Royalties (net) (9.48) (1.89) (10.59) (7.29) 
Lifting costs (6.72) (0.87) (5.82) (4.01) 
Operating netbacks 24.54 3225 21.51 18.23 
FRANCE 
Price 35.49 5.00 35.27 34.82 
Hedging loss ; (3.51) - (3.37) (0.30) 
Royalties (net) (4.62) (0.24) (4.49) (4.32) 
Lifting costs (6.63) (2.11) (6.88) (6.40) 
Operating netbacks 20.73 2.65 20.53 23.80 
TOTAL TRUST 
Price 40.36 6.09 38.66 31.15 
Hedging loss (3.77) (0.11) (2.38) (0.40) 
Royalties (net) (7.17) (1.85) (8.92) (6.56) 
Lifting costs (6.68) (0.90) (6.11) (4.60) 
Operating netbacks 22.74 3.23 21.25 ey 


CANADIAN NETBACKS 
(S/BOE BEFORE HEDGING) 


29.52 
18.66 2003 
2002 


The Trust's netback in Canada 
increased 26% to $23.52 in 2003. 


FRANCE NETBACKS 
(S/BOE BEFORE HEDGING) 


24.10 23.90 
2002 2003 


In France, the Trust’s netback in 
2003 was $23.90. 


TRUST NETBACKS 
[S/BOE BEFORE HEDGING) 


29.69 
19.99 2003 
2002 


Higher oil prices contributed to 
a netback gain of 18% in 2003. 


TRUST INFORMATION 


DIRECTORS 


LARRY J. MACDONALD 1:23:45 
Chairman & CEO, 

Point Energy Inc. 

Calgary, Alberta 


JEFFREY S. BOYCE 23.4.5 
President & CEO, 

Clear Energy Inc. 
Calgary, Alberta 


LORENZO DONADEO 
Calgary, Alberta 


CLAUDIO A. GHERSINICH 
Calgary, Alberta 


JOSEPH F. KILL! 2-3 
President, 

Rosebridge Capital Corp. 
Calgary, Alberta 


| Lead Director 
2 Audit Committee 
3 Governance & 
Human Resources Committee 
4 Health, Safety & 
Environment Committee 


on 


Independent Reserves Committee 


OFFICERS & KEY PERSONNEL 


CANADA 


LORENZO DONADEO, P.ENG. 


President & Chief Executive Officer 


CLAUDIO A. GHERSINICH, P.ENG. 
Executive Vice President, 
Business Development 


CURTIS W. HICKS, C.A. 
Vice President, Finance & 
Chief Financial Officer 


RAJ C. PATEL, P.ENG. 
Vice President, Marketing 


DOUGLAS W. REYNOLDS, P. LAND 
Vice President, Land 


PAUL J. WEEVERS, P.ENG. 
Vice President, Production 


PAUL L. BEIQUE 
Director, Investor Relations 


CHERYL KINZIE 
Director, Human Resources 


CHARLES W. BERARD, L.LL, LL.B 
Partner, 

Macleod Dixon 

Corporate Secretary 


FRANCE 


DANIEL GOULET, P.ENG. 
Directeur Général, 
Vermilion REP S.A. 


AUDITORS 

Deloitte & Touche LLP 
Calgary, Alberta 
BANKERS 


Bank of Montreal 
Calgary, Alberta 


BNP Paribas 
Paris, France 


BNP Paribas (Canada) 
Toronto, Ontario 


Canadian Imperial Bank of Commerce 
Calgary, Alberta 


The Toronto-Dominion Bank 
Calgary, Alberta 


EVALUATION ENGINEERS 


Gilbert Laustsen Jung 
Associates Ltd. 
Calgary, Alberta 


LEGAL COUNSEL 


Macleod Dixon LLP 
Calgary, Alberta 


TRANSFER AGENT 


Computershare Trust Company 
of Canada 


STOCK EXCHANGE LISTING 


The Toronto Stock Exchange 
Symbol: VET.UN 
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TRUST INFORMATION 


HEAD OFFICE 


Vermilion Energy Trust 

2800, 400 4th Avenue S.W. 

Calgary, Alberta, Canada 

T2P 0J4 

Telephone: (403) 269-4884 
Facsimile: (403) 264-6306 
Website: www.vermilionenergy.com 


FRANCE OFFICE 


Vermilion REP S.A. 

B.P. No. 5 Route de Pontenx 
40161 Parentis-en-Born Cedex 
Telephone: 33 558 82 95 00 
Facsimile: 33 558 82 95 82 
E-mail: vrm@vermilionrep.fr 


INVESTOR RELATIONS CONTACT 


Paul Beique 

Director, Investor Relations 
Telephone: (403) 269-4884 
Facsimile: (403) 264-6306 

IR Toll Free: 1-866-895-8101 
E-mail: info@vermilionenergy.com 
Website: www.vermilionenergy.com 


ABBREVIATIONS 

API American Petroleum Institute 
ARTC Alberta Royalty Tax Credit 
bbls barrels 

bbls/d barrels per day 

bef billion cubic feet 

boe barrel of oil equivalent 

boe/d barrel of oil equivalent per day 
GJ gigajoules 

$m thousands of dollars 

$mm millions of dollars 

mbbls thousand barrels 

mboe — thousand barrels of oil equivalent 
mcf thousand cubic feet 

mcf/d thousand cubic feet per day 
mmboe million barrels of oil equivalent 
mmcf million cubic feet 

mmef/d million cubic feet per day 

MW megawatt 

NGLs natural gas liquids 

NPV net present value 

WTI West Texas Intermediate 


ANNUAL AND SPECIAL MEETING 


May 18, 2004, at 10:00 a.m. 
Grand Lecture Theatre 
Metropolitan Centre 

333 4 Avenue S.W. 

Calgary, Alberta 


FORWARD-LOOKING INFORMATION 


This report contains forward-looking finan- 
cial and operational information including 
earnings, cash flow, production and capital 
expenditure projections. These projections 
are based on the Trust's expectations and 
are subject to a number of risks and uncer- 
tainties that could materially affect the 
results. These risks include, but are not 
limited to, future commodity prices, 
exchange rates, interest rates, geological 
risk, reserves risk, political risk, product 
demand and transportation restrictions. 
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Vermilion Energy Trust 
Suite 2800 

400 4" Avenue S.W. 
Calgary Alberta 
Canada T2P 0J4 


403 269 4884 TEL 
403 264 6306 FAX 
info @vermilionenergy.com 


vermilionenergy.com 


